
Transcript Exhibit(s) 

ll11111111111118111lllllll1111lllllllllllllllllAlllll 
0 0 0 0 0 3 5 4 3 1  



? 

, 

N THE MATTER OF THE GENERIC 
'ROCEEDING CONCERNING THE ARIZONA 
NDEPENDENT SCHEDULING 
LOMINISTRATOR 

1 

A 

t 

I 

E 

s 
1C 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

Docket No. E-00000A-0 1-0630 

NOTICE OF FILING 
DIRECT TESTIMONY 

24 

25 

26 

27 

28 

BEFORE THE ARIZONA CORPORATION COMMISSION 
RECEIVED 

A Z  CORP C O M / - ; I S ~ I ~ ; ; :  
00 CUMEH T c 0 /*i 

lEFF HATCH-MILLER 
Chairman 

UILLIAM A. MLTNDELL 
Commissioner 

dARC SPITZER 
Commissioner 

ZOO5 SEP 30 P b: 8 

0 
dlKE GLEASON 

CRTSTIN MAYES 
Commissioner 

Commissinoer 

N THE MATTER OF THE GENERIC 
'ROCEEDINGS CONCERNING ELECTRIC 
ESTRUCTURING ISSUES 

Docket No. E-00000A-02-005 1 

Staff hereby provides notice of filing of the Direct Testimony of Barbara Keene in thi: 

ocket. 

RESPECTFULLY SUBMITTED this 30th day of September, 2005. 

ECE\VED 

1200 West Washington 
Phoenix, Arizona 85007 
(602) 542-3402 

\CKempleyPleadings\02-005 1 WOF Keene Direct 9-30-O5.doc 1 



. 
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

, 

Original and 19 copies of the foregoing 
filed this 30th day of September , 2005, 
with: 

Docket Control 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007 

Copy of the foregoing mailed this 30th 
jay of September, 2005, to: 

MICHAEL A CURTIS 
WILLIAM P SULLIVAN 
XJRTIS, GOODWIN, SULLIVAN, UDALL & 

!7 12 N 7TH STREET 
3cHwAB, PLC 

'HOENIX ARIZONA 85006-1090 

KOTT WAKEFIELD 
WCO 
110 W WASHINGTON, SUITE 220 

'HOENIX ARIZONA 85007 

NALTER W MEEK 
W Z O N A  UTILITY INVESTOR ASSOCIATION 
1100 N CENTRAL AVE SUITE 2 10 
'HOENIX ARIZONA 85004 

i B BAARDSON 
{ORDIC POWER 
1463 N DESERT BREEZE CT 
XCSON ARIZONA 85750-0846 

ANA BRANDT 
E L L Y  BARR 
lALT RIVER PROJECT 
' 0 BOX 52025 PAB221 
'HOENIX ARIZONA 85072-2025 

:WEBB CROCKETT 
AY L. SHAPIRO 
'ATRICK J. BLACK 
'ENNEMORE CRAIG 
003 N CENTRAL AVE SUITE 2600 
'HOENIX ARIZONA 85012-2913 

,AWRENCE V ROBERTSON JR 
m G E R  CHADWICK PLC 
33 N WILMOT SUITE 300 
'UCSON ARIZONA 8571 1-2634 

:\CKempley\Pleadings\02-005 1 WOF Keene Direct 9-30-05.doc 

ROGER K FEIUAND 
QUARLES & BRADY STREICH LANG LLP 
RENAISSANCE ONE 
TWO N CENTRAL AVENUE 
PHOENIX ARIZONA 85004-2391 

JANA VAN NESS 
APS 
MAIL STATION 9908 
P 0 BOX 53999 
PHOENIX ARIZONA 85072-3999 

MICHAL A TRENTEL 
PATRICK W BURNETT 
PANDA ENERGY INT'L INC 
4 100 SPRING VALLEY SUITE 10 10 
DALLAS TEXAS 75244 

RUSSELL JONES 
D. MICHAEL MANDIG 
WATERFALL ECONOMIDIS CALDWELL HANSHAW 
& VILLAMANA, P.C. 
5210 E WILLIAMS CIRCLE STE 800 
TUCSON ARIZONA 8571 1 

STEVEN C GROSS 
PORTER SIMON 
40200 TRUCKEE AIRPORT RD 
TRUCKEE CALIFORNIA 96 16 1 

MICHAEL PATTEN 
ROSHKA DEWULF & PATTEN 
400 E VAN BUREN SUITE 800 
PHOENIX ARIZONA 85004 

WILLIAM D. BAKER 
ELLIS & BAKER, PC 
73 10 N 16TH STREET SUITE 320 
PHOENIX ARIZONA 85020 

2 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

, 

I 24 

25 
I 

26 

27 

MICHAEL GRANT 
GALLAGHER & KENNEDY 
2575 E CAMELBACK RD 
PHOENIX ARIZONA 85016-9225 

BARRY GOLDWATER, JR. 
3 104 E CAMELBACK RD., SUITE 274 
PHOENIX ARIZONA 8 5 0 1 6 

CHRISTOPHER HITCHCOCK 
LAW OFFICES OF CHRISTOPHER HITCHCOCK 
P 0 BOX AT 
BISBEE ARIZONA 85603-01 15 

PETER VAN HAREN 
JESSE W SEARS 
CITY OF PHOENIX 
200 W WASHINGTON STREET SUITE 1300 
PHOENIX ARIZONA 85003-161 1 

LAURIE WOODALL 
ENVIRONMENTAL ENFORCEMENT SECTION 
OFFICE OF THE ATTORNEY GENERAL 
15 S 15TH AVENUE 
PHOENIX ARIZONA 85007 

DONNA M. BRONSIU 
CITY OF SCOTTSDALE 
CITY ATTORNEY'S OFFICE 
3939 N. DRINKWATER BLVD. 
SCOTTSDALE ARIZONA 8525 1 

THEODORE E ROBERTS 
SEMPRA ENERGY RESOURCES 
101 ASH STREET HQ 12-B 
SAN DIEGO CALIFORNIA 92101-3017 

ROBERT S. LYNCH 
340 E PALM LANE, STE. 140 
PHOENIX AZ 85004-4603 

DAVID COUTURE 
TUCSON ELECTRIC POWER CO. 
ONE SOUTH CHURCH STREET 
TUCSON AZ 85701 

THOMAS MUMAW 
KARILEE RAMALEY 
PINNACLE WEST CAPITAL CORPORATION 
400 N. 5TH STREET, STE. 8695 
PHOENIX AZ 85004 

STACY AGUAYO 
APS ENERGY SERVICES 
400 E. VAN BUREN STREET, STE. 750 
PHOENIX AZ 85004 

S:\CKempleyWleadings\02-005 1 WOF Keene Direct 9-30-05.doc 

DEBORAH R. SCOTT 
KIMBERLY A. GROUSE 
SNELL & WILMER 
ONE ARIZONA CENTER 
400 E VAN BUREN STREET 
PHOENIX ARIZONA 85004-2202 

DENNIS L. DELANEY 
K.R. SALINE & ASSOCIATES 
160 N PASADENA, SUITE 101 
MESA ARIZONA 85201-6764 

KEVINC. HIGGINS 
ENERGY STRATEGIES LLC 
30 MARKET STREET SUITE 200 
SALT LAKE CITY UTAH 84 10 1 

JOHN WALLACE 

120 N 44TH STREET SUITE 100 
GRAND CANYON STATE ELECTRIC CO-OP ASS". 

PHOENIX ARIZONA 85034-1822 

JAY I. MOYES 
MOYES STOREY 
1850 N CENTRAL AVENUE, #1100 
PHOENIX AZ 85004-4541 

PATRICK J. SANDERSON 
ARIZONA INDEPENDENT SCHEDULING 
ADMINISTRATOR ASSOC. 
4397 W. BETHANY HOME ROAD, #lo25 
PHOENIX AZ 85301 

JERRY COFFEY 
ERIC BRONNER 
POBOX 111 
TAMPA FL 33602 

KEN BAGLEY 
RW BECK 
14635 N. KIERLAND BLVD., STE. 130 
SCOTTSDALE ARIZONA 85256-2769 

STEVE MENDOZA 
ARIZONA POWER AUTHORITY 
1810 W. ADAMS 
PHOENIX AZ 85007-2697 

3 



BEFORE THE ARIZONA CORPORATION COMMISSION 

JEFF HATCH-MILLER 
Chairman 

WILLIAM A. MUNDELL 
Commissioner 

MARC SPITZER 
Commissioner 

MIKE GLEASON 
Commissioner 

KRISTIN K. MAYES 
Commissioner 

IN THE MATTER OF THE GENERIC ) DOCKET NO. E-00000A-02-005 1 
PROCEEDING CONCERNING ELECTRIC 1 
RESTRUCTURING ISSUES. ) 

INDEPENDENT SCHEDULING ) 
ADMINISTRATOR. ) 

IN THE MATTER OF THE GENERIC ) DOCKET NO. E-00000A-01-0630 
PROCEEDING CONCERNING THE ARJZONA ) 

DIRECT 

TESTIMONY 

OF 

BARBARA KEENE 

PUBLIC UTILITIES ANALYST MANAGER 

UTILITIES DIVISION 

ARIZONA CORPORATION COMMISSION 



TABLE OF CONTENTS 

Introduction ..................................................................................................................................... 1 

. .  Definitions ....................................................................................................................................... 3 

Designation of Pinnacle West Capital Corporation (“Pinnacle West”)as Competitive Electric Affiliate ................ 3 
Definitions of “Competitive Retail Services” and “Noncompetitive Services” ........................................................ 5 

Shared Services ............................................................................................................................... 6 
Risk Management ..................................................................................................................................................... 6 
Law ........................................................................................................................................................................... 9 

Confidential Customer Information .............................................................................................. 10 
- 

Transfer of Goods and Services .................................................................................................... 10 

Reporting Requirements ............................................................................................................... 11 

Competitive Procurement ............................................................................................................. 11 

Summary of Staff Recommendations ........................................................................................... 11 

APPENDICES 

1 . Resume of Barbara Keene 

C 



, 

EXECUTIVE SUMMARY 
GENERIC PROCEEDING CONCERNING ELECTRIC RESTRUCTURING ISSUES 

AND 
GENERIC PROCEEDING CONCERNING THE ARIZONA INDEPENDENT 

SCHEDULING ADMINISTRATOR 
DOCKET NOS. E-00000A-02-0051 AND E-00000A-01-0630 

Staff recommends that APS’ revised Code of Conduct be adopted, except for 
modifications in the following areas: the designation of Pinnacle West Capital Corporation as a 
Competitive Electric Affiliate, Shared Services, Confidential Customer Information, Transfer of 
Goods and Services, Reporting Requirements, and Competitive Procurement. Staff recommends 
that Pinnacle West be designated as a Competitive Electric Affiliate, that a definition for 
Operating Employees be added to the Code of Conduct, that Operating Employees be excluded 
from providing Shared Services, that each employee that provides shared services be required to 
sign an affidavit stating that he or she will not act as a conduit for improperly sharing 
information, that the Code of Conduct be modified to state that the same lawyer cannot represent 
both sides in an arm’s length transaction, and that Confidential Customer Information not be 
provided to others without the customer’s prior written authorization. 
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INTRODUCTION 

Q. 
A. 

Q. 
A. 

Q. 

A. 

Q. 
A. 

Q. 

A. 

C 

Please state your name and business address. 

My name is Barbara Keene. My business address is 1200 West Washington Street, 

Phoenix, Anzona 85007. 

By whom are you employed and in what capacity? 

I am employed by the Utilities Division of the Arizona Corporation Commission as a 

Public Utilities Analyst Manager. My duties include supervising the energy portion of the 

Telecommunications and Energy Section, a copy of my rksumk is provided in the 

Appendix . 

As part of your employment responsibilities, were you assigned to review matters 

contained in Docket Nos. E-00000A-02-0051 and E-00000A-01-0630? 

Yes. 

What is the subject matter of your direct testimony? 

My direct testimony is concerned with the Code of Conduct for Arizona Public Service 

Company (“AI’S”). 

Have you previously prepared another document for this proceeding concerning 

Code of Conduct? 

Yes. On August i3, 2003, I filed a StafX‘Report in these dockets that evaluated the Code 

of Conduct filed by APS in November 2002 and incorporated the Standards of Conduct 

resulting fkom the Track B process into the APS Code of Conduct. The Staff Report 

included a red-lined version of the Code of Conduct with Staffs modifications. 
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Q. 
A. 

Q. 
A. 

Q. 
A. 

Q- 

A. 

C 

What is the purpose of your direct testimony? 

The purpose of my direct testimony is to provide Staffs response to the direct testimony 

filed by Jeffrey B. Guldner of APS on July 29, 2005. Mr. Guldner included in his 

testimony a revised Code of Conduct. 

What is Staff’s recommendation regarding APS’ revised Code of Conduct? 

Staff recommends that APS’ revised Code of Conduct be adopted, except for 

modifications in the following areas: the Definitions, Shared Services, Confidential 

Customer Information Transfer of Goods and Services, Reporting Requirements, and 

Competitive Procurement. 

What kind of analysis did you perform in this matter? 

I reviewed the current Code of Conduct, the 2002 APS-modified Code of Conduct, the 

2003 Staff Report, Mr. Guldner’s direct testimony and revised Code of Conduct, and 

documents from the Federal Energy Regulatory Commission (“ERC”)garding the final 

adoption of its Standards of Conduct (Order No. 2004). 

With the modifications that you have proposed, does Staff believe that APS’ 

proposed Code of Conduct is reasonable and appropriate? 

Yes. The APS-proposed Code of Conduct, with Staffs modifications, provides safeguards 

necessary to protect the public interest. The proposed Code of Conduct would help to 

promote a level playing field in both the retail and whoiesale competitive markets by 

maintaining a separation between the utility and its competitive affiliates and by 

preventing cross-subsidization between the utility and its competitive affiliates. The 

current Code of Conduct addresses retail electric affiliates, but not affiliates in the 

wholesale market. 
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The APS-proposed Code of Conduct improves upon the Code of Conduct previously 

recommended by Staff in its 2003 Staff Report by being reorganized and simplified. All 

of the items required by the Track A and Track B orders are still included, but 

nonessential portions were eliminated. The new version should be easier for utility and 

affiliate employees to learn and follow, while providing necessary protections. 

DEFINITIONS 

Q. Does Staff have any recommendations regarding the definitions contained in APS’ 

proposed Code of Conduct? 

Yes, Staff has recommendations regarding the following definitions: Competitive Electric 

Affiliate, Competitive Retail Services, and Noncompetitive Services. 

A. 

Designation of Pinnacle West Capital Corporation (“Pinnacle West”)as Competitive 

Electric Affiliate 

Q. 
A. 

Q. 

C 

How does the definition of “Competitive Electric Affiliate” apply to Pinnacle West? 

The revised Code of Conduct defines Competitive Electric Affiliate as “those affiliates of 

APS engaged in either Competitive Retail Services or Competitive Wholesale Services.” 

The term “Competitive Wholesale Services” is defined as “the provision of energy 

products or services to the wholesale electric market.” Pinnacle West provides energy to 

wholesale customers through contracts, such as its wholesale power contract with UNS 

Electric. Pinnacle West clearly falls within the definition of a “Competitive Electric 

Affiliate.” 

What is Staff‘s concern with APS’ interpretation of the definition of “Competitive 

Electric Affiliate” in regard to Pinnacle West? 
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A. 

Q. 

A. 

C 

According to Mr. Guldner, although Pinnacle West has several wholesale contracts not 

used in providing service to A P S  customers, Pinnacle West would not be considered to be 

a Competitive Electric Affiliate because it does not actively market those contracts. 

Staff disagrees with this reasoning. Pinnacle West provides energy to wholesale 

customers through contracts, such as its wholesale power contract with UNS Electric. 

Pinnacle West has the authority to enter into new contracts or renegotiate existing 

contracts. The purpose of the contracts is to sell energy. It does not matter whether or not 

Pinnacle West is trying to sell the contracts to others. Pinnacle West provides 

Competitive Wholesale Services and should, therefore, be designated as a Competitive 

Electric Affiliate. Staff believes that Pinnacle West currently falls within APS’ proposed 

definition of “Competitive Electric Affiliate”; however, since A P S  apparently disagrees 

with this conclusion, the Commission should specifically designate Pinnacle West as a 

“Competitive Electric Affiliate” in order to clarify this issue. 

Are there issues created by including Pinnacle West as a “Competitive Electric 

Affiliate”? 

Staff has discussed this matter with A P S ,  and Staff believes that A P S  will contend that 

including Pinnacle West as a “Competitive Electric Affiliate” will create difficulties. 

Specifically, A P S  may claim that, under its proposed Code of Conduct as currently 

drafted, it will be unable to pay dividends to Pinnacle West if Pinnacle West falls within 

the definition of “Competitive Electric Affiliate.” Staff is not convinced that this 

conclusion is correct or that, even if it is, the proposed Code of Conduct cannot be 

modified to appropriately address this matter. Staff anticipates that APS will respond to 

this issue in its testimony, and Staff is willing to evaluate that response and to reconsider 

its position, if appropriate. 
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Definitions of “Competitive Retail Services” and “Noncompetitive Services’’ 

Q. 
A. 

Q. 
A. 

C 

What are Staffs concerns regarding these definitions? 

Both of these definitions refer to determinations made in Commission rules. To illustrate, 

APS’ proposed Code of Conduct defines “Noncompetitive Services” as “unbundled 

distribution service, Standard Offer Service, and other services that have been determined 

to be noncompetitive services in a Commission Rule.” Staff believes that defining these 

concepts by refemng to some future “Commission Rule” is not helpful. It is possible that 

the Commission may make a determination about APS’ noncompetitive services in a 

proceeding other than a rulemaking, such as a rate case or a complaint. Pursuant to the 

terms of APS’ proposed definitions, only determinations made in a Commission 

rulemaking proceeding would be considered. Staff believes that this result may not give 

appropriate consideration to all relevant Commission determinations and therefore 

recommends deleting the phrase “in a Commission Rule” and replacing it with the phrase 

“by the Commission.” 

Does Staff have other comments regarding these definitions? 

Yes. Staff notes that A P S  Witness Guldner has testified that APS has “attempted to 

broaden” some of the terms in the proposed Code of Conduct “to allow a fbture 

Commission rulemaking proceeding to revise the Electric Competition Rules without 

requiring significant changes to the Proposed Code of Conduct.” Staff does not want to 

leave A P S ,  the Commission, or the public with the impression that the Code of Conduct is 

a static document that will not eventually require re-evaluation and review as time passes 

and circumstances change. The history of APS’ existing Code of Conduct illustrates this 

phenomenon. APS’ existing Code of Conduct, which was adopted in 2000 pursuant to the 

provisions of A.A.C. R14-2-1616, focused upon APS’ conduct toward its competitive 

retail electric affiliate. Only two years later, Staff testified in the Track A proceeding that 
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APS’ Code of Conduct should be expanded to address APS’  conduct toward its 

competitive wholesale electric affiliate. 

APS’ stated desire to have a Code of Conduct that will not require review and revision 

may prove to be unreasonable as time passes and circumstances change. Staff cannot at 

this time predict when such future changes may be necessary, but Staff is unwilling to 

leave the impression that APS’ effort to “broaden terms” is a reasonable substitute for 

subsequent review. 

SHARED SERVICES 

Q. 
A. 

Q. 

A. 

What are Shared Services? 

Shared Services are support services provided to various Pinnacle West affiliates by 

Pinnacle West itself or by any of its affiliates. For example, shared support staff may 

provide legal, accounting, or data processing services to various affiliates, but support 

staff do not participate in operating activities and generally would not be in a position to 

give an affiliate undue preferences. 

Is Staff concerned about any of the types of support services that APS included in its 

definition of Shared Services? 

Yes. Staff is concerned about “risk and insurance management,” “energy risk 

management,” and “law.” 

Risk Management 

Q. What is Staffs concern about “risk and insurance management” and “energy risk 

management”? 

According to A P S ,  “risk and insurance management” is the Shared Service that handles A. 

corporate policies and claims, and “energy risk management” is a specialized risk- 
C 
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management function that ensures that overall portfolio structure and exposure to energy 

counterparties is appropriate on an enterprise basis. There are two issues that relate to 

both of these areas of risk management: (1) whether they should be shared functions, and 

(2) if so, how to handle the energy, customer, and market information received by risk 

management employees. 

Q. 
A. 

Q. 
A. 

Q. 
A. 

C 

Has Staff been concerned about risk management being a Shared Service? 

Yes. In the 2003 Staff Report, Staff recommended that risk management and energy risk 

management not be considered as Shared Services. The Independent Monitor's report had 

identified these two Shared Services as a continuing source of potential conflict during the 

competitive procurement process resulting from Track B. 

Does Staff continue to hold this position? 

No. After reviewing documents issued by FERC in its docket on Standards of Conduct, 

Staff concluded that it is not unreasonable for Pinnacle West and its subsidiaries to 

consider the risks that may result from the interplay between the business activities of 

various subsidiaries within the overall Pinnacle West structure. Because there may be a 

need for comprehensive oversight of risk management, it may be a Shared Service. 

However, Staff is concerned that (1) shared risk management employees not be operating 

employees of either AF'S or its Competitive Electric Affiliates and (2) that shared risk 

management employees not be a conduit for improperly sharing information. 

Why are these limitations on Shared Services necessary? 

Limitations on shared services are necessary to prevent affiliates from receiving undue 

preferential treatment. 
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Q- 
A. 

Q. 
A. 

C 

Have other regulatory agencies addressed this issue? 

Yes. FERC addressed this issue in its docket on Standards of Conduct. After reviewing 

the comments filed by 46 entities on t h s  topic, FERC concluded that transmission 

providers should be allowed to realize the benefits of cost savings of sharing employees 

when those shared employees are not operating employees and do not improperly provide 

information between affiliates. 

What are “operating employees?” 

FERC, in its Order No. 497-E regarding gas employees, has defined Operating Employees 

as, in part, those that are engaged in the day-to-day duties and responsibility for planning, 

directing, organizing, or carrying out gas-related operations, including gas transportation, 

gas sales or gas marketing activities. 

FERC’s Order No. 2004 defines “Transmission Function employee” as “an employee, 

contractor, consultant or agent of a Transmission Provider who conducts transmission 

system operations or reliability functions, including, but not limited to, those who are 

engaged in day-to-day duties and responsibilities for planning, directing, organizing or 

carrying out transmission-related operations .‘I 

Staff recommends that a similar definition for Operating Employees, appropriate for 

electric employees, be added to the revised Code of Conduct, and that the definition for 

Shared Services indicate that Operating Employees are excluded from providing Shared 

Services. 

Staff suggests the following definition for “Operating Employees”: “employees, 

contractors, consultants, or agents who conduct electrical system operations or reliability 

functions, including, those who are engaged in day-to-day duties and responsibilities for 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

, 

I 24 

25 

26 

I 27 

Direct Testimony of Barbara Keene 
Docket Nos. E-00000A-02-005 1 and E-00000A-01-Q630 
Page 9 

planning, directing, organizing, or carrying out energy-related operations. 

Employees are excluded from providing Shared Services." 

Operating 

Q. 

A. 

Law - 
Q. 
A. 

Q. 
A. 

Q. 
A. 

C 

What assurance could there be that shared risk management employees would not be 

a conduit for improperly sharing information? 

Each employee who provides Shared Services should be trained regarding the Code of 

Conduct and should be required to sign an affidavit stating that he or she will not be a 

conduit for improperly sharing information. Part Two, Section N.G. of the revised Code 

of Conduct should be modified to include a requirement for such signed affidavits. 

Has Staff been concerned about law being a Shared Service? 

Yes. In the 2003 Staff Report, Staff recommended that law not be considered as a Shared 

Service. The Independent Monitor's report had identified this Shared Service as a 

continuing source of potential conflict during the competitive procurement process 

resulting from Track B. 

Does Staff continue to hold this position? 

No. After reviewing FERC's comments in its Standards of Conduct proceeding, Staff 

concluded that it is not unreasonable for law to be considered a Shared Service. FERC's 

rationale is that lawyers have a professional responsibility to maintain the confidentiality 

of information, and Staff finds the rationale to be reasonable. 

What is Staff's remaining concern about law being a Shared Service? 

Staff is concerned that the same lawyer could represent both A P S  and one of its 

Competitive Electric Affiliates in an arm's length transaction involving both entities. Part 

Two, Section V.A. of the revised Code of Conduct should be modified to include a 
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statement that the same lawyer cannot represent both sides in an arm’s length transaction 

between A P S  and one of its Competitive Electric Affiliates. 

CONFIDENTIAL CUSTOMER INFORMATION 

Q. 
A. 

Q- 
A. 

What is your concern about Confidential Customer Information? 

Part Two, Section II1.A. and B states that Confidential Customer Information would not 

be provided to others without the customer’s prior authorization. Staff believes that the 

customer’s authorization should be written because it provides a record that authorization 

was actually granted. A printed version of an electronic authorization would satisfy this 

requirement. Staff notes that the existing Code requires written authorization. Therefore, 

the proposed Code of Conduct should be modified to include the word “written” before 

“authorization.” 

Are there any other concerns? 

Although it appears to be a typo, Part Two, Section 1II.B. and C. contain the term 

“Customer Confidential Information.” The term should be “Confidential Customer 

Information” to match the term in the definition section of the. Code of Conduct. 

TRANSFER OF GOODS AND SERVICES 

Q. Does Staff have any comments regarding the section of APS’ proposed Code of 

Conduct that addresses transfers of goods and services? 

A. Yes. Paragraph A of that section states that all transactions between ,@S and its 

Competitive Electric Affiliates shall be arm’s length transactions, “except as otherwise 

provided below.” Staff believes that the subsequent paragraphs do not clearly describe the 

transactions that will not be at arm’s length. For example, Paragraph D refers to “services 

provided by APS or its Competitive Electric Affiliate that are subject to a filed tariff..” A 

purchased power contract between A P S  and an affiliate that provides competitive 
C 
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wholesale services may be subject to a “tariff,” such as a FERC determination allowing 

market-based rates, yet that contract may still be a transaction that requires substantial 

m ’ s  length negotiations between the parties. Staff believes that this section could be 

improved by specifically listing the types of transactions that may not be at arm’s length. 

REPORTING REQUIREMENTS 

Q. Does Staff have any comments regarding the reporting requirements contained in 

APS’ proposed Code of Conduct? 

Yes. Staff recommends that these reports be available to the public. Therefore, the words 

‘land shall be publicly available” should be added to Part Two, Section VIII, after “40- 

A. 

204:”. 

COMPETITIVE PROCUREMENT 

Q. Does Staff have any changes to Part Four of APS’ proposed Code of Conduct, which 

deals with competitive procurement? 

A. Yes, Staff has one change in this part of APS’ proposed Code of Conduct. In Part Four, 

Section III.B, APS’ proposal provides that “[ilf a Competitive Electric Affiliate 

participates as a bidder in a Competitive Procurement request for proposals or auction 

process, an independent monitor will oversee the process.” Staff suggests inserting the 

phrase “selected by Staff’ after the reference to “an independent monitor.” Staff believes 

that this change is necessary to ensure that the monitor will be truly objective. 

SUMMARY OF STAFF RECOMMENDATIONS 

Q. Please summarize Staff’s recommendations. 

A. 1. Staff recommends that APS’ revised Code of Conduct be adopted, except for 

modifications in the following areas: Definitions, Shared Services, Confidential 
C 
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Q. 
A. 
C 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

Customer Information, Transfer of Goods and Services, Reporting Requirements, 

and Competitive Procurement. 

Staff recommends that Pinnacle West be designated as a Competitive Electric 

Affiliate. Staff also recommends that the Commission delete the phrase “in a 

Commission Rule” from the definitions of “Competitive Retail Services” and 

“Noncompetitive Retail Services” and replace it with the phrase “by the 

Cornrnis~ion.’~ 

Staff recommends that a definition for Operating Employees be added to the Code 

of Conduct. 

Staff recommends that Operating Employees be excluded from providing Shared 

Services. 

Staff recommends that each shared support employee should be required to sign an 

affidavit stating that he or she will not be a conduit for improperly sharing 

information. 

Staff recommends that the Code of Conduct be modified to state that the same 

lawyer cannot represent both APS and a Competitive Electric Affiliate in an arm’s 

length transaction. 

Staff recommends that Confidential Customer Information not be provided to 

others without the customer’s prior written authorization. 

Staff recommends that the Transfer of Goods and Services section be improved by 

specifically listing the types of transactions that may not be at arm’s length. 

Staff recommends that reports be publicly available. 

Staff recommends that the Competitive Procurement section be modified to state 

that an independent monitor would be selected by Staff. 

Does this conclude your direct testimony? 

Yes, it does. 
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RESUME 

BARBARA KEENE 
, 

Education 

B.S. 
M.P.A. 
A.A. 

Political Science, Arizona State University (1 976) 
Public Administration, Anzona State University (1 982) 
Economics, Glendale Community College (1993) 

Additional Training 

Management Development Program - State of Arizona, 1986-1987 
UPLAN Training - LCG Consulting, 1989, 1990, 1991 

various seminars, workshops, and conferences on ratemaking, energy efficiency, 
rate design, computer skills, labor market information, training trainers, and 
Census products 

Employment History 

Arizona Corporation Commission, Utilities Division, Phoenix, Arizona: Public Utilities 
Analyst Manager (May 2005-present). Supervise the energy portion of the 
Telecommunications and Energy Section. Conduct economic and policy analyses of public 
utilities. Prepare Staff 
recommendations and present testimony on electric resource planning, rate design, special 
contracts, energy efficiency programs, and other matters. Responsible for maintaining and 
operating UPLAN, a computer model of electricity supply and production costs. 

Coordinate working groups of stakeholders on various issues. 

Arizona Corporation Commission, Utilities Division, Phoenix, Arizona: Public Utilities 
Analyst V (October 2001-present), Senior Economist (July 1990-October 2001), Economist 
I1 (December 1989-July 1990), Economist I (August 1989-December 1989). Conduct 
economic and policy analyses of public utilities. Coordinate working groups of stakeholders on 
various issues. Prepare Staff recommendations and present testimony on electric resource 
planning, rate design, special contracts, energy efficiency programs, and other matters. 

production costs. 

Arizona Department of Economic Security, Research Administration, Economic Analysis 
Unit: Labor Market Information Supervisor (September 1985-August 1989), Research and 

I 
I Responsible for maintaining and operating UPLAN, a computer model of electricity supply and 
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Statistical Analyst (September 1984-September 1985), Administrative Assistant (September 
1983-September 1984). Supervised professional staff engaged in economic research and 
analysis. Responsible for occupational employment forecasts, wage surveys, economic 
development studies, and over 50 publications. Edited the monthly Arizona Labor Market 
Information Newsletter, which was distributed to about 4,000 companies and individuals. 

, 

Testimony 

Resource Planning for Electric Utilities (Docket No. U-0000-90-OB), Arizona Corporation 
Commission, 1990; testimony on production costs and system reliability. 

Trico Electric Cooperative Rate Case (Docket No. U-1461-91-254), Arizona Corporation 
Commission, 1992; testimony on demand-side management and time-of-use and interruptible 
power rates. 

Navopache Electric Cooperative Rate Case (Docket No. U-1787-91-280), Arizona Corporation 
Commission, 1992; testimony on demand-side management and economic development rates. 

Arizona Electric Power Cooperative Rate Case (Docket No. U-1773-92-214), Arizona 
Corporation Commission, 1993; testimony on demand-side management, interruptible power, 
and rate design. 

Tucson Electric Power Company Rate Case (Docket Nos. U-1933-93-006 and U-1933-93-066) 
Arizona Corporation Commission, 1993; testimony on demand-side management and a 
cogeneration agreement. 

Resource Planning for Electric Utilities (Docket No. U-0000-93-052), Arizona Corporation 
Commission, 1993; testimony on production costs, system reliability, and demand-side 
management. 

Duncan Valley Electric Cooperative Rate Case (Docket No. E-01 703A-98-043 l), Arizona 
Corporation Commission, 1999; testimony on demand-side management and renewable energy. 

Tucson Electric Power Company vs. Cyprus Siemta Corporation, Inc. (Docket No. E-00001-99- 
0243), Arizona Corporation Commission, 1999; testimony on analysis of special contracts. 

I Arizona Public Service Company's Request for Variance (Docket No. E-01345A-01-0822), 
Arizona Corporation Commission, 2002; testimony on competitive bidding. ~ 

I 

Generic Proceeding Concerning Electric Restructuring Issues (Docket No. E-00000A-02-005 l), 
Arizona Corporation Commission, 2002; testimony on affiliate relationships and codes of 
conduct. 
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Tucson Electric Power Company's Application for Approval of New Partial Requirements 
Service Tariffs, Modification of Existing Partial Requirements Service Tariff 101 and 
Elimination of Qualifying Facility Tariffs (Docket No. E-O1933A-02-0345) and Application for 

Commission, 2002, testimony on proposals to eliminate, modify, or introduce tariffs and 
testimony on the modification of the Market Generation Credit. 

, Approval of its Stranded Cost Recovery (Docket No. E-01 933A-98-047 l), Arizona Corporation 

Arizona Public Service Company's Application for Approval of Adjustment Mechanisms 
(Docket No. E-01 345A-02-0403), Arizona Corporation Commission, 2003, testimony on the 
proposed Power Supply Adjustment and the proposed Competition Rules Compliance Charge. 

Generic Proceeding Concerning Electric Restructuring Issues, et a1 (Docket No. E-00000A-02- 
0051, et al), Arizona Corporation Commission, 2003; Staff Report on Code of Conduct. 

Arizona Public Service Company Rate Case (Docket No. E-01 345A-03-0437), Arizona 
Corporation Commission, 2004; testimony on demand-side management, system benefits, 
renewable energy, the Returning Customer Direct Assignment Charge, and service schedules. 

Arizona Electric Power Cooperative Rate Case (Docket No. E-01 773A-04-0528), Arizona 
Corporation Commission, 2005; testimony on a fuel and purchased power cost adjustor, demand- 
side management, and rate design. 

Trico Electric Cooperative Rate Case (Docket No. E-0 146 l A-04-0607), Arizona Corporation 
Commission, 2005; testimony on the Environmental Portfolio Standard; demand-side 
management; special charges; and Rules, Regulations, and Line Extension Policies. 

Publications 

Author of the following articles published in the Arizona Labor Market Information Newsletter: 

"1982 Mining Employees - Where are They Now?" - September 1984 
"The Cost of Hiring" and "Arizonak Growing Industries" - January 1985 
"Union Membership - Declining or Shifting?" - December 1985 
"Growing Industries in Arizona" - April 1986 
"Women's Work?" - July 1986 
'I 1987 SIC Revision" - December 1986 
"Growing and Declining Industries" - June 1987 
"1986 DOT Supplement" and Tonsumer Expenditure Survey" - July 1987 
"The Consumer Price Index: Changing With the Times" - August 1987 
"Average Annual Pay" - November 1987 
"Annual Pay in Metropolitan Areas" - January 1988 
"The Growing Temporary Help Industry" - February 1988 
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"Update on the Consumer Expenditure Survey" - April 1988 
"Employee Leasing" - August 1988 
"Metropolitan Counties Benefit from State's Growing Lndustriesl' - November 1988 
"Arizona Network Gives Small Firms Helping Hand" - June 1989 

~ 

~' 

I Major contributor to the following books published by the Arizona Department of Economic 
Security: 

Annual Planning Information - editions from 1984 to 1989 
Hispanics in Transition - 1987 

(with David Berry) "Contracting for Power," Business Economics, October 1995. 

(with Robert Gray) "Customer Selection Issues," NRRT Quarterly Bulletin, Spring 1998. 

Reports 

(with Task Force) Report of the Task Force on the Feasibility of Implementing Sliding Scale 
Hookup Fees. Arizona Corporation Commission, 1992. 

Customer Repayment of Utility DSM Costs, Arizona Corporation Commission, 1995. 

(with Working Group) Report of the Participants in Workshops on Customer Selection Issues," 
Arizona Corporation Commission, 1997. 

"DSM Workshop Progress Report," Arizona Corporation Commission, 2004. 

(with Erin Casper) "Staff Report on Demand Side Management Policy," Arizona Corporation 
I 
I Commission, 2005. 
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NOTICE OF FILING TESTIMONY 

Arizona Public Sei-vice Company (“APS”) hereby files the Direct Testimony of 

Jeffiey B. Guldner, which includes at Schedule JBG-1 the APS Proposed Code of 

Conduct, pursuant to the Procedural Order dated May 3. 2005. 

RESPECTFULLY SUBMITTED this 29th day of July, 2005. 
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Q. 
A. 

Q. 

A. 

TESTIMONY OF JEFFREY B. GULDNER 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051) 
(Docket No. E-00000A-01-0630) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS .4ND OCCUPATION. 

My iiaine is Jeffrey 13. Guldner. I am the Director of Regulatory Compliance for 

Arizona Public Sen-ice Companj, (.*,4PS" or "Company"). In that role, I 

supervise the implementation of the Code of Conduct at A P S .  as well as 

supenke  APS' compliance 11 ith the Federal Energy Regulatory Commission's 

("FERC") Standards of Conduct and the FERC Codes of Conduct applicable to 

APS and its affiliates. My business address is 300 North jLh Street. MS 9795. 

Phocnix. Arizona, 85003. 

WHAT IS YOUR EDUCATIONAL AND PROFESSIONAL 
BACKGROUND? 

I received a B. A. in Political Science from the Universily of Iowa in 1987. I 

receii.ed a J. D., i7zug17a C Z I I I ~  lazide. from the Arizona State Uni\.ersity College of 

Law in 1996. From 1996 until 2004. 1 \vas an associate and lhen a partner with 

the laiv firm Snell & Wilmer LLP, in Phoenix. Arizona. My practice \vas 

concentrated in energ). l a y  energy pro-jcct financc. and public utility law. While 

practicing law. I represented APS. other public utilities. and investors in state 

and federal regulatory procecdings and transactions invohhg  utility rate and 

sercice matters, generation and transmission facilities siting, electric industry 

restructuring, resource planning and prudence review. Prior to attending law 

school, 1 \vas a Surface Warfare Oflicer in  the U.S. Navy. I served on active duty 

froni 1987 to 1993 and in the N a \ d  Reserve from 1993 to 1998. 

1 
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II. 

Q. 
A. 

SUMMARY OF TESTIMONY 

PLEASE SUMMARIZE YOUR TESTIMONY. 

There have been many clianges since AF'S' original Code of Conduct was 

approved jn 2001) (the "2000 Code of Conduct'.). In the Track A Order. Decision 

No. 65 154 (September 10. 2002). the Arizona Corporation Commission 

("Commission") directed APS to submit modifications to the 2000 Code of 

Conduct to expand its application to APS' interactions \I-ith an affiliate from 

\vliich it wants to purchase pmver. as opposed to just APS' retai1 eIectric affiliate. 

APS submitted a proposed Code of Conduct on No\.ember 12. 2002 (the 

"No\.eniber 3002 Code oC Conduct") and thc Commission's Utilities DiiTision 

Staff filed a Staff Report on the November 2002 Code of Conduct on August 13. 

2003. Prior to a hearing on the November 3,002 Code of Conduct. a stay \vas 

issued until after the Coiiiinission decided APS'  then-pending rate case and ruled 

on APS' request to acquirc and rate base the Pinnacle West Energy Corporation 

(TWEC-') Arizona assets. 

The acquisition and rate basing of P \ E C ' s  Arizona assets was approvcd in 

Decision No. 67711 (April 7, 2005). In addition. PWEC and its subsidjar! 

GenWest. LLC ("GenWcsfS) h a i r  an agreement in place to sell their Silverhank 

Poiver Plant in Nc\*ada to Nevada Po\ver Company.' When these transactions 

are complete. PWEC will no lonser o\\m any generation. These changes dispel 

much of the concern reflected in the Track A and Track B decisions about APS' 

dealings with wholesale electric affiliates. Also, the rate case settlement as 

1 At the time this testinion), was prepared. the agreement was pending Nevada Public Utilities 
Commission and FERC approval. 
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approved by the Commission included specific requirements relating to 

coin pet i ti ve i1.h oksal e procurement by AP S . 

Another issue impacting this proceeding is the uncertain status of retail electric 

Competition in Arizona. As a result of the Arizona Court of Appeals' Plwlps 

Dodge opinion in 2004.' many of the Electric Competition Rules nere  either 

vacated or remanded. Also as a result of that rulin,o, there curren~ly are no 

certificated Electric S e n k e  Providers ("ESPs") in  Arizona. Through the Electric 

Competition Adyisory Group, the Commission has commenced a process to 

review and potentidly iiiodiiji the rules. 

APS considered all of these de~~elopments in reirking the November 2002 Code 

of Conduct. APS also sought to simplify and streainline the November 2003 

Code of Conduct to create a more practically fknctional and understandable 

docuiiieiit. The Code of Conduct that APS is proposing is attached to my 

testimony as Schedule JBG- 1 (the "Proposed Code of Conduct"). 

The vast inajorit!. orthe substantive provisions in the 2000 Code of Conduct and 

the November 2002 Code of Conduct are unchanged. However. the Proposed 

Code of Conduct reflects the follon-ing: 

0 The Code is divided into four sections - Definitions, Basic Principles. 

Rctail Electric Competition, and Co1npetith.e Procurement - to facilitate 

better training. implementation, and employee understanding of the Code. 

Phcfps D o d g ~  C'orp. I*. .4ri:o17ci C(~ipor-~t ior i  C'ortimissioii ,  1 CA-CV 0 1-0068 (January 77, 2001), review 
denied (7004). 
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Q. 

A. 

References to specitic Electric Competition Rules ha\-e been eliminated. 

This proyides flexibility for incorporating changes to these rules that the 

Commission may make in the future. 

0 Some definitions have been reiked to make them siinpler to understand 

or ha\-e been eliminatcd because they nere  duplicati1.e or could bc 

included directly in the text. 

Certain provisions were modified or reorganized to promote 

straightforward application \Then possiblc. 

A new scction specifically co\ ering Comrq3etitii.e Procurement has been 

added to refect the procurement-related provisions in Decision No. 

67744. 

With these changes. thc Proposed Code of Conduct continues to address retail 

electric afiiliate concerns that were the core of Rule 161 6’ - potential cross- 

subsidization and unfair discrimination - and addresses the affiliate issues 

discussed in the Track A and Track B proc.eedings relating to  holesal sale 

procurement. 

PROCEDURAI, BACKGROIJND 

PLEASE DISCUSS THE PROCEDURAL BACKGROUND OF APS’ 
PROPOSED CODE OF CONDUCT. 

APS currently has in place the 2000 Code of Conduct that was approived by thc 

Commission in Dceision No. 624 16 (April 3, 2000). The 2000 Code of Conduct 

priinarily _governs APS‘ intcractions n.ith its competitive retail ESP affiliates. 

A.A.C. K14-2-1616 (Code ofConduct). 
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The only ESP afliliate of AI'S \\as APS Energy Sen-ices (*'Energy Services"). 

As discussed prc\.iously. Energy Services is no longer authorized to provide. and 

does not provide. competiti\ e retail clectric service in Arizona. although it does 

provide other services. 

In the Track A Order, Decision No. 65154 (September 10, 3002). the 

Commission directed APS lo subinit modifications to the 2000 Code of Conduct 

lo address certain recomi-ncndations made by Slaff. Those modifications \I ere to 

expand the 2000 Code of Conduct to govern APS' interactions ivith all  of its 

competiti\rc electric affiliates, not just retail ESP affiliates. The Commission also 

directed Tucson Electric PoIver Company (*TEP") to subinit similar 

modifications t o  its Code of Conduct. 

APS proposed modifications to its 3000 Code of Conduct in the Noi.embsr 3002 

Code of Conduct. Staff submitted a Staff Report that addressed APS' proposed 

modifications on August 13. 2003. The Staff Report includcd Sraf'f's suzgested 

changes to APS' November 2002 Code of Conduct. The Staff Report also 

included Stafrs recoiiiniendatioiis on changes to the Codc of Conduct follo\+-ing 

thc Track B compctitive solicitation. in which an APS affiliate had participated. 

Finally, the Staff Report concludcd that no changes to TEP's Code of Conduct 

\yere necessary, based on the conclusion that TEP had no competitive retail or 

mholesalc affiliates. A hearing on APS' Code of Conducl was scheduled for 

November 2003. 

I n  late 2003, lio\~e\w-, the AT'S rate case was pending before the Commission. 

That rate case included a proposal by APS to acquire and rate base the PWEC 

Arizona assets. Recognizing that if the Commission approved APS' rate-basing 

r 
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Q. 

A. 

proposal. some issues that had prompted the need to submit modifications 10 the 

2000 Code of Conduct could be eliminated or at least narro\vcd, APS proposed 

and the other parties supported a procedural stay until after the ratc case. On 

October 3- 3003, the Administrative Law Judge issued a procedural order that 

adopted the parties' recorninendation that the hearing on proposed modifications 

to APS' Code of Conduct be delayed until after the Coinmission's decision in 

the then-pending APS rate case. 

The Coininission issued its final decision in APS' rate case in Decision No. 

67734. Follo\ving a procedural conference in this docket held on April 27. 2005. 

the current schedule for submitting the Proposed Code of Conduct \vas adopted. 

APS provided a draft of its Proposed Code of Conduct to Staff', RUCO. TEP. 

Panda Gila River. and the Arimna Competitive Power Alliance prior to filing 

this testiinony to scck and consider comments from these parties. Changes to the 

draft \!ere made to incorporate sonic of the coininciits that APS received or to 

inake clarifications based on tliesc commciits. 

IN ADDITION TO THE RATEBASING DECISION, HAVE OTHER 
CHANGES OCCURRED THAT RELATE TO THE CODE OF 
CONDUCT? 

Yes. Three other significant dc\~eIo~pi-ncnts relate to APS' inodifications to the 

Codc of Conduct. First. the Arizona Court of Appeals issued a Iinal opinion on 

the appeals to the Electric Competition Rulcs litigation from 1998 to 2002. 

Although that decision did not vacate Rule 16 16. it re\wsed some of the Rules 

on substanti\.e grounds and rei'ersed other rules on procedural grounds. It also 

voided the Certificates of Coinrenience and Necessity that had been issued to 

ESPs under the Electric Competition Rules. The Commission's Electric 

Competition Advisory Group is currently revie\ving the Rules. 
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IV. 

Q* 

A. 

Q. 

A. 

Second, a hey component of the Sctllement that the Commission approved in 

Decision No. 67733 \vas the inclusion of several provisions addressing APS' 

competiti~e \I holesale procurement going fomard. If coinpetiti\,e procurement 

is to be addressed in the Proposed Code of Conduct. it should reflect these 

provisions from the Sett lenient Agreemen t. 

Third. PWEC and its subsidiary. GenWest. LI-C. have announced the sale ofthe 

Silverhan-k Po\ver Plant to Nevada Power Company. When consumniated. this 

sale means that neither PWEC nor GenWcst \vi11 o\vn an!* generation assets or 

wholesale contracts. 

THE PROPOSED CODE OF CONDUCT 

IS APS PROPOSING TO CHANGE ANY OF THE CORE PRINCIPLES 
FROM EITHER ITS 2000 CODE OF CONDUCT OR ITS NOVEMBER 
2002 CODE OF CONDUCT? 

No. The Proposed Code of Conduct includes pro1isions to address each of the 

specific rcquircmcnts set forth in Rule 1616. This rule embodies h\o 

fundamental prineiples - the prevention of both potential cross-subsidization of 

conipetitive electric affiliates b). APS and unfair discrimination. Other than sonic 

reorganization and clarification. the Proposed Code of Conduct contains thc 

same provisions regarding cross-subsidization and iinfair discrimination 

included in thc 2000 Code of Conduct and the Company's November 2002 

proposal. 

WHAT ARE THE CHANGES IN APS' PROPOSED CODE OF 
CONDUCT? 

Like the Noveinher 2002 Code of Conduct, the Proposed Code of Conduct 

expands thc scope of the original 2.000 Code of Conduct to include both retail 

and \vholesale electric affiliates as "Competitive Electric Affiliates.-' The most 
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sign j fican t ch ges from thc Novtmber 2003. Code of C ndu t are the n( . 

pro\.isions regardins Conipetiti\-e I'rocurcinent that reflect the procurement 

principles in Decision No. 67741. The other changes in the Proposcd Code of 

Coiiduc t are pri iiiari I), organizational. \vi th some sirnpli ti cation of 1 anguage. 

APS also attempted to broaden some of the tenns t o  allow a future Conmission 

ruleinaking proceeding to re \ke  the Electric Competition Rules \\-ithout 

requiring significant changes to the Proposed Code of Conduct. 

HOW DOES THE PROPOSED CODE OF CONDUCT DEFIIVE 
COMPETITIVE ELECTRIC AFFILIATES? 

The Proposed Codc of Conduct defines Competitive Electric Affiliates as 

affiliates of A P S  cngaged in Competiti\*e Retail Services or Competitive 

Wholesale Scnriccs. Competiti\-e Retail Senices are essentially retail senices 

that would be provided by ESPs. Energy Senices \\-as thc only aililiate that 

provided Co1npetitiL.c Retail Scrvices. Co1npetitii.e Wholesale Seririccs are 

defined as the pro\-ision of energy products or senFiccs to the \\ holesale market. 

As intended by the Proposcd Code of Conduct. this would include activel). 

selling products such as generation or purchased power agreements in nholesale 

clectric markets. IIistorically. PWEC. GenWest and Energ!, Ser lkes  ha\ e 

provided CoinpetitiL e Wholcsale Services. It \I ould not, h o ~ e \ ~ e r .  include an 

af'iiliatc that holds existing \\-holesale contracts but does not actively marLet 

these contracts. Thus, although Pinnacle Wcst Capital Corporation has s e ~ w a l  

 holesal sale contracts not used in providing senice to APS customers. it \vould 

not be a Competitive Electric Affiliate unless it actively marketed those 

contracts to APS or othcrs in thc holesale market. 
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ARE S€ 4RED SERVICES JNCLUDED IN THE CODE OF CONDUCT? 

Yes. As in thc 3000 Code of Conduct and the November 2002 Proposed Code of 

Conduct, shared serkices is a core pro\.ision. The Proposed Code of Conduct 

recognizes that shared support seivices. \vhich are defined in thc Proposed Code 

of Conduct. may be provided by Pinnacle West or APS as long as the costs of 

such services arc accounted for in accordance Ivith the Code of Conduct and Ihe 

Policies and Procedures. Consistent lvith the November 2002 Proposed Code of 

Conduct, APS may provide shared smrices to affiliates. This is necessary 

becausc in the corporate restructuring follo\ving the Commission's Track A 

decision most of the shared services that had been at Pinnacle West \\ere inovcd 

back to APS. 

HOW ARE SHARED SERVICES ADDRESSED IN THE PROPOSED 
CODE OF CONDUCT? 

The Proposed Codc of Conduct identiflcs a number of specific activities that are 

recogniLed as shared scnrices. These services. if provided to Coinpetiti5.c 

Electric Affiliates by APS. requirc appropriate cost allocations. In addition. there 

arc restrictions on  information sharing to protect against confidential 

information of AI'S being pro\.ided to Coinpetiti\,e Electric Affiliates. Thesc 

types of rcstrictions are vcly similar to thc restrictions imposed by FERC under 

its Standards of Conduct for transmission providers. Some shared s e n k c s  n r i  11 

require additional discussion in the Policies and Procedures to address specific 

procedures regarding confidential information. 

IS RISK MANAGEMENT AN APPROPRIATE SHARED SERVICE? 

Yes, but there are really two t1'pe.s of' risk management in the Code of Conduct. 

The first. ivhich is "risk and insurance management. claims senices and public 

~ 
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safe@“ is simply the sharcd senice that handles corporate insurance policies and 

claims. It  is \w-y similar to sharcd human rcsources or shared health and safety 

types of services and docs not address cncrgy risk management. 

Energy risk management is a distinct. specialized risk-management function. I t  

is necessary to ensure that oierall portfolio structure and exposure to energ!’ 

countcrparties is appropriate and manaseable on an enleip-ise basis and that a 

default by an unaf’filiated third party supplier will not cause a catastrophic 

impact to APS or Pinnacle West. For example. corporate oversight of energy 

risk management ensures that  the enterprise is not subject to a massi\,e dollar 

loss or a credit downgrade because a Competitive Electric Affiliate has excess 

exposure on an unsecured contract with a defaulting counterparty. Such an 

approach is coiisistent 11 ith established best practices for overseeing energy risk 

management and is an important element of the o\,erall control ern-ircmment 

requircd to coinply nith the Sarbancs Osleg Act. The necessity of such 

consolidated risk Inana,oement was highlighted by the defaults the shook the 

industry after Eliron and othcr trading finns collapsed, defaulting on billions of 

dollars of contracts. 

Both FERC and the Committee of Chief Risk Officers. lvhich has taken a lead 

role in addressing encrgy risk inanageinent issues in the post-Enron era. 1m.e 

recognized the need lbr coininon corporate o\*ersight of enterprise energy risk 

managcrnent. acknowledging the need for appropriate protections on 

information sharing. For example. the enterprise risk management function is 

fiinctionally separate from the trading floor. It can be provided at the enterprise 

level nitliout disclosing confidential information of APS to Competitive Electric 

Affiliates. 
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Q. 

A. 

IS LP ‘ A S €  IRED SERVlCE 

Yes. La\\’ \\’as an appropriate shared senice under the Commission-appro\-ed 

2000 Code of Conduct and still is. FERC also recognizes legal ser\.ices as an 

appropriate shared sen ice under thc FERC Standards of Conduct. Like other 

shared ser\ices. thcre are restrictions on information sharing that \\-odd also 

apply to thc Law Dcpartiiient. For esainple, the Competitive Procurement 

provisions of the Proposed Code of Conduct require that personneI conducting 

or ad\.ising APS in a competitive solicitation cannot have contact ivith a 

Competitivc Elcctric Afliliate bidding in such a solicitation. Thus. if a 

Competitive Electric Affiliate were in the future to submit a bid to APS. a IavJer 

in the Piiinacle West Law Department could not represent both APS arid the 

Competitive Electric Affiliate. nor could lawyers act as a conduit of infonnation 

regarding the bid. In addition. Iaiiyers providing shared services are. of course. 

subject to ethics rules and standards that apply t o  all practicing la\v).ers. 

DO BOTH THE 2000 CODE OF CONDUCT AND THE PROPOSED 
CODE OF CONDUCT PERMIT COMMON OFFICERS AND 
DIRECTORS? 

Yes. Thc appointment of common officers and directors, I+ ith some restrictions. 

\vas recognked as appropriate in the original 2000 Code of Conduct. It  is even 

more iiiiportant in today’s cnvironment of increased corporate accountabi1it~- 

and oversight and measures such as Sarbanes-Osley. As in any corporate 

structure. officers and the Board of Directors arc accountable for the activities of 

the enterprise. To balance the need for corporate governance arid the protection 

of confidential information. the Proposed Code of Conduct continues to prohibit 

APS officers and directors that are directly responsible for operational matters 

froin serving as off‘icers or directors of a Competitive Electric Af’filiate. Thus. 
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the Gce President of Fossil Generation COLI not also be a director of Energy 

Senices. Such a structure is similar to holy the FERC Standards of Conduct 

address coiiiiiion of'ficers and directors. In addition. the Proposed Code of 

Conduct prohibits coiiiinon officers and directors. and el-ery other eiiiploj.ee. 

from acting as a conduit of confidential infomiation to a Competitive Electric 

Affiliate. or from directly participating in a competitive procurement process if a 

Competitive Electric Affiliate \+.ere a bidder. 

WHAT NEW PROVISIONS HAS APS INCLUDED IN THE PROPOSED 

MENT? 
CODE OF CONDUCT REGARDING COMPETITIVE PROCURE- 

The coinpetiti\c procurement provisions are set forth in Part Four of the 

Proposed Code of Conduct. These provisions are divided into three seclions. The 

first section. -'Applicability," discusses \vheii the competitive procurement 

provisions applj,. 'The competitive procurement provisions apply to all 11 holesale 

purchases of energy. capacity or ph j~ ica l  hedges for A P S  Standard Offer 

customers. esccpt in an emergency or in cases 11 here system reliability requires 

a deviation. The -.Applicability" section also clarifies that the co1npetitii.e 

procurement provisions do not apply to the participatioii of a competitive 

electric affiliate in Demand Side Management ('-DSM") programs or 

En\ ironmental Portfolio Standard ( T P S ' )  programs. The Proposed Code of 

Conduct specifically states. hou-ever. that APS canriot gi\.e prcfcrential 

treatment to an affiliate in any DSM or EPS procurement. The second section 

discusses acceptable procurement methods. and restates the Track B Secondary 

Procureinent Protocols that \\'ere incorporated into the coinpctitive procurement 

provisions in Decision No. 67741. The only change to those Protocols is to 

clarify that Requests for Proposals and auctions are acceptable procurement 
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A. 

Q. 

A. 

methods. rather than just descenc ing clock auctions referenced in the original 

Secondary Procureincnt Protocols. The third section addresses the requirements 

that apply if an affiliate participates in a competitive procurement. As pro\.idcd 

in the Settlement Agreement. such participation lvould require an independent 

monitor. Also, this section includes recordkeeping requirements. separation 

requirements, and a requirement for disclosure of bid-related coininunications 

\vith an af’frliate to other bidders. 

ARE THE COMPETITIVE PROCUREMENT PROVISIONS OF THE 
PROPOSED CODE OF COR’DUCT INTENDED TO CHANGE ANY 
PROVTSION OF THE RATE CASE SETTLEMENT AGREEMENT? 

No. Affiliates could not bid in the 1.000 MW Request for Proposals that is in 

progress, nor is the Proposed Code of Conduct intended to aIter the self-build 

restrictions rcflected in Decision No. 67733. 

IS THERE AN AFFILTATE OF APS THAT COULD PARTICIPATE IN A 
FUTURE COMPETITlVE PROCUREMENT PROCESS? 

Because PWEC \ i i l l  no longer own geiieration aficr the Silvcrhamk sale is 

closed, it is unlikely that an affiliate of APS could or would bid in a competiti\Te 

procurement process such as the reliability request for proposals currcntl~ 

pending. It is possible that an affiliate of APS could propose or participate in a 

I S M  program or an EPS prqject. In any ei*ent. because the Proposed Code of 

Conduct is intended to be a long-tcnn document, APS was secking to 

incorporate principles for potential affiliate involvement in  competitive 

procurement processes in the Proposed Code of Conduct as we bclie\re \vas 

intended by the Track E3 order. 

13 
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Q- 
A. 

Q. 

A. 

Q. 

A. 

HOW IS THE PROPOSED CODE OF CONDUCT ORGANIZED? 

The Proposed Code of Conduct now is organized into four parts - Definitions. 

Basic Principles. Retail Electric Competition. and Competitive Procurement. 

WHY DID APS REORGANIZE THE PROPOSED CODE OF CONDUCT 
INTO THESE FOUR PARTS? 

This reorganization !\-as 1-ien-ed as important because of the expanded scope and 

application of the Code. An cmploj.ee in APS' call center who has contact nith 

RPS customers must !sow and understand the retail competition pro\.isions of' 

the Code, but 11 ould ha \x  no invol\-ement in competitk.e poiver procurement. 

Siniilarly. an APS accountant needs to understand affiliate pricing issues. but not 

how a coinpelitive procureiiicnt process must he implemented. Separating the 

Code into four parts alloivs for inore focused training \+here possible and better 

cinployee understanding of the Code provisions relevant to their specific job 

responsibilities. Cerlain employees. of course, ij.il1 continue to require training 

on all sections of the Code. 

PLEASE DISCUSS WHAT IS INCLUDED IN EACH OF THESE FOUR 
PARTS. 

The definitions used in the Proposcd Code of Conduct are consolidated in Part 

One. Part T\vo, "Basic Principles." includes key principles that apply generally 

to APS employees and actilrities. For example. the afiiliate pricing. separation. 

coniidentiality, compljance and administrativc requirements for the Proposed 

Code of Conduct are all included in Part T1170. Part T\vo also contains a senera1 

statement that A P S  shall not gi\re preferential treatment to a Competitii.e 

Electric Affiliate. Specific non-discrimination pro\ isions are then included in 

both the Retail Competition p m k i o n s  and the Competitive Procurement 

provisions. AIso, Part Tiyo discusses the applicability of the Proposed Code of 
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A. 
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A. 

Conduct. and pro\ ides an exception for system emergencies. Part Three contains 

specific requircinents that 3pply to Retail Electric Competition actiiities. 

Finally, as discussed earlier in  my testimony. Part Four addresses Competili\re 

P r oc ure in en t of N bo1 esal e p on'er. 

DID APS MAKE CHANGES TO THE DEFINITIONS? 

Yes. but those changes \\'ere not intended to be substanthe changes. In soine 

cases. definitions ivcre simplified to allow better employee understanding. In 

other cases. APS eliminated a delinition that \vas only used in one particular 

section of the Code. For esamplc, the November 2002 Code of Conduct had a 

definition for **Bill-* but it only applied to the consolidated billing provisions of 

the Code. The meaning of  the term is niorc likely to be understood ir it can bc 

explained in the proyision to nhich it applied. Thus. me defined \$-hat \vas meant 

by the "bill" in the specilic: provisions for consolidated billing. 

THE EARLIER CODES OF CONDUCT CONTAINED SPECIFIC 
REFERENCES TO SOME OF THE ELECTRIC COMPETITION RULES 
IN DEFINITIONS. WHAT DID APS DO WITH THESE DEFINITIONS? 

One of APS' objecti\xs i n  the Proposed Code of Conduct is to include enough 

flexibility that the Commission and the Electric Competition Advisory Group 

can modify the Electric Competition Rules \vithout requiring significant 

re\ isions to the Proposed Code of Conduct. Employee understanding arid 

kno\vledge of the Code of' Conduct. as \vel1 as training incthods. ivill be better if 

the document adopted in this proceeding requires no or inininial modifications 

to reflcct any changes t o  the Electric Competition Rules. Because the basic 

principles of retail electric competition are generally understood. it should be 

possible to use generic definitions eizen though thc Commission's rules may in 

{he future provide iiiore prccisioii. For example. n7e are proposing to define 
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--Compt.titi\ e Rctai Sen-ices" as "unbundled generation. unbundled metering. 

unbundled meter reading, and any other retail electric services that have been 

dctcrinined to be competitive serviccs in a Commission Rde." Under this 

definition. once the Commission finalizes a rule that defincs -'Competiti\Te Retail 

Services-' to include any of the listed sen.ices, those sen.ices would be subject to 

the Code of Conduct without having to iiiodify the Proposed Code of Conduct. 

Of course, if the Coinmission determines that a chanse to the Code of Conduct 

is necessary as a rcsult of h turc  changcs to the Electric Competition Rules. APS 

n i l 1  prepare modifications to reflect that change. 

IN THE 2000 CODE OF CONDUCT, CERTAIN DEFINITIONS ANI) 
PROVISIONS ARE FURTHER CLARIFIED IN THE POLICIES AND 
PROCEDURES. DO YOU ANTICIPATE THE SAME WITH THE 
PROPOSED CODE OF CONDUCT? 

Yes. As \vith the 2000 Code of Conduct. APS anticipates that certain definitions 

and provisions will be further clarified in the Policies and Procedures, ~vhich 

provide the details for implementing the Code of Conduct. For csample. the 

definition of "Shared Services-- would be clarified as needed in the Policies and 

Procedures as it was for the 2000 Code of Conduct. Also, restrictions on 

infomiation sharing for such activities as energy risk managemcnt. shared legal 

sewices and coniiiion officers and directors \\.odd be clarified in the Policies 

and Procedures. 

WHAT OTHER CHANGES WERE MADE TO THE PROPOSED CODE 
OF CONDUCT? 

As I noted earlier. many  of the changcs are -just streamlining and clarifications. 

For example, the Novembcr 2002 Code of Conduct contained a section titled 

"Trcatinent of Similarly Situated I'ersons" n7itl i  provisions relating to non- 

discrimination in the application of APS' retail tariffs and non-discrimination in 

~ 
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Q. 

A. 

\vholesnle compellll ,/e procurement. Io streamline this section. thc Proposed 

Code of Conduct contains a section in  Part Thio. Basic Principles entitled '-No 

Discrimination in Sen ice." II-hich gencrically states the noli-discrimination 

principle. The speciliic non-discrimination provisions relating to retail tariffs 

were then inoved to the Retail Electric Competition part of the Proposed Code 

of Conduct. and specific pro\-isions for non-discriinination in competiti\*e 

procurement \yere included in the Competitive Procurement part of the Proposed 

Code of Conduct. 

THE PROPOSED CODE OF CONDUCT ELIMINATES A SECTION OF 
THE NOVEMBER 2002 CODE OF CONDUCT REGARDING 
"FINANCING ARRANGEMENTS." WHY? 

That is another example of streamlining the Proposed Code of Conduct and 

making it more accessible for the tjpical employee that n-ill read it. The 

'*Financing Arrangements" provision statcd that "APS shall coinply \Yith the 

applicable provisions of A.R.S. $ 5  40-285: 40-301. et seq.: and A.A.C. Rll -2-  

804 ith respect to an) financing arrangement bel\veen it and its Competitive 

Electric Affiliates." I'hat provision is simply a statement of the la\\, \\ hich 

applies to  APS regardless of thc Code of Conduct. The employeec and la\\: crs 

\\ho prepare such financing arrangements are alvare of the h i .  and A P S  

belieked it  \vas unnecessary to risk confusing other einplojrecs 1% ith statutoq- 

and rule references to these already-applicable provisions. 

HOW WOULD TRAINlNG ON THE PROPOSED CODE OF CONDUCT 
BE PROVIDED? 

The training plan would be addressed in a Policy and Procedure. I cxpect that it 

would be similar t o  (and in sc)inc: cases combined Lvith) Ihe FERC Standards of 

Conduct training. A computer-based training ("CBT'-) module ivould be 
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de\xeloped. siinilar to the one used for the 2000 Code of Conduct. After 

presenting the training material, the CBT course n i l l  require eniploj,ecs to 

anslyer a series of questions correctly to ensure they understand the material. It 

also requires employees to ackiio\\ ledge that they understand and \$-ill compl!. 

Ivith the Code of Conduct. A shorter module may be developed for periodic 

refresher training. For emploj.ees \$.it11 more direct exposure to Code of Conduct 

issues, such as call center employees or lau-~~ers  or personnel uorkins on APS 

co1npetitii.e procuremcnts. more detailed and targeted training is provided 

through seminars. presentations. or e\ren individuallj~ in some cases. In addition. 

basic Code of Conduct information is pro\-ided in Pinnacle West's "Doing the 

Right Thing" ethics training. to ne\v emploj.ees at employee orientation. and in 

leadership academies. This training is co~npleinented by nrritten materials that 

are periodically prepared such as Frcquently Asked Questions documcnts or 

articles in internal publications. In all cases. a significant einphasjs is placed on 

ensuring that einplo!.ees know u.110 or where to call to ask questions and recei\,e 

guidance on complying with the Code of Conduct. 

HAS APS PROPOSED CHANGES TO ITS POLICIES AND 
PROCEDURES RELATING TO THE CODE OF CONDUCT? 

Not at this time. APS has had Policies and Procedures that provide morc detail 

on the iinplernentation of specific pro] isions of the Code of Conduct. Because 

most of the substantive pro\-isions remain unchanged in the Proposed Code of 

Conduct. I do not believe that many changes to the Policies and Procedures ~ v i l l  

be required. As I inentioncd abo\ e. hon-e\'er, the Policics and Procedures uould 

be revised as iiecessary to make them consistent n i t h  the Proposed Code of 

Conduct. 111 addition. it is possible that a new Policy and Procedure u i l l  bc 

developed for the Compctitii-e Procurement part of the Proposed Code of 
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Q- 
A. 

Q- 
A. 

Conduct. In any e\.ent, because the Policies and Procedures depend on the final 

Code of Conduct appro\.ed in this proceeding, any changes to the Policies and 

Procedures should bc made after a Code of Conduct is approved in this 

procceding. 

CONCLUSION 

DO YOU HAVE ANY CONCLUDING REMARKS? 

The Proposed Code of Conduct that APS is subinittiiig preserves the underlying 

principles of the 3000 Code of Conduct. ~ l i i l e  addressing the issues raised in 

Track B. To assist in the implementation and enhance our employees' 

understanding of the Code's requirements, RPS has restructured the Code of 

Conduct and simplified certain provisions while retaining the substantive 

requirements that address the tu-o fundamental goals of the Code - precluding 

cross-subsidization and uniBir discrimination. APS believes that the Proposed 

Code of Conduct achicves both of those goals. 

DOES THAT CONCLUDE YOUR TESTIMONY? 

Yes. 

19 



Schedule JBG-1 

CODE OF CONDUCT 
FOR THE 

ARIZONA CORPORATION COMMISSION 

July 29,2005 



CODE OF COIVDlICT FOR THE ARIZONA COKPOR4TION CO\l!tllSSJON 

Part One - Definitions 

“APS” means Arizona Public Scn.ice Company. 

“Commission” means the ‘Arizona Corporation Conmission. 

“Commission Rule” means a final rule of the Commission effective at the time in question. 

“Competitive Electric Affiliate” means tliose affiliates of APS engaged in either 
Competitive Retail Services or Conipetitii e M’liolesale Services. 

“Competitive Procurement” iiieaiis a process by Lvhich polver is procured by APS. 

“Competitive Retail Affiliate” means any affiliate of APS that is engaged in Competitive 
Retail Senices mithin this state and is an Electric Senice Proiider. 

“Competitive Retail Senices” means unbundled generation. unbundled metering, 
unbundled meter reading. and other retail electric sen-ices that haire been determined to be 
competitii7e sen.ices in a Commission Rule. 

“Competitive Wholesale Services” means the pro\ ision of energy products or seriices to 
the ivholesale electric market. 

“Confidential Customer Information” means any lion-public customer-specific 
information obtained by APS as a rcsult of providing Noncompetitive SerLriccs. Confidential 
Customer Infomiation also includes lion-public customer-specific information obtained by 
APS from custoiners of special districts and public power cntities on behalf of such special 
districts and public po\ver entities. 

“Confidential Information” means Confidential Custonier Information and any other 
nonpublic information regarding Coiiipctiti,~ Retail Services or Competitive MTliolesale 
Seri.ices obtained solely through the provision of Noncompetiti\Te Services or in a 
Competitive Procurement process. Confidential Information shall not include infomiation 
that is otherwise al’ailable to non-affiliated third parties or information necessary for a 
Competitive Electric Affiliate to provide or receive Shared Seriices. 

“Distribution Information” means infomiation about available distribution capability. 
transmission access. and cui-tailinents. 

“Electric Senvice Provider” means an entity authorizcd by a Certificate of Commience and 
Necessity to pro\-ide Competitive Retail Senkcs in Arizona. 

“Extraordinary Circumstance” means any situation that requires APS to act in a inanner 
contrary to this Code of Conduct to ensure the reliability of APS‘ system. or ensure the safety 
of employees or the public, or to respond to any other emergency ivhere such action is 
required. 
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CODE OF CO\DL’CT FOR T1f E ,ARI%O\.A CORPOR1TlOT ~OXll\l ISSlO‘V 

“FERC” ineaiis the Federal Energy Regulator). Conimission. 

“Noncompetitive Senices” iiieaiis unbundled distribution scnke ,  Standard Offer Senke  
and other senices that 1ial.e been determined to be nonconipetiti\.e senices in a Coniniissioii 
Rule. 

“Pinnacle West” means Pinnacle West Capital Corporation. 

“Policies and Procedures” means those policies and procedures developed bj. APS to 
implement this Code of Conduct. 

“Shared Seniccs” means those support sen-ices pro\.idcd by Pinnacle West or any of its 
affiliatcs, including but not limited to: human resources: accounting: tax: insurance; risk and 
insurance management, claims semices. and public safety; energy risk management: audit 
senices: contract management; information and communication technology: 
communications: environmental. health and safety: regulatory services: system dispatch: 
transportation: security; facilities: shareholder senices: law and business practices: public 
affiirs; and enterprise finance. 

“Standard Offer Senice” means the bundled pro\.ision of retail electric senke .  

“Third Party” means any Elcctric Serike T’rovidcr or market participant other than a 
Competitive Retail Affiliate that may lawfully pro\.ide Competiti\ e Retail Services in 
Arizona. 
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1 Part Two - Basic Principles 

I. Applicability of Code of Conduct 

A. The Code of Conduct applies to '4PS as a provider of Noncompetitive Services and its 
interactions with its Competitive Electric Affiliates, unless an Extraordinary 
Circumstance excuses coinpliance. 

B. Regardless of any pro\.ision in this Code of Conduct, in an Extraordinary Circumstance 
4PS ma!; take whatever steps arc necessary to ensure the reliability of 4PS' system. to 
protect the public interest. or to ensure safety for employees and the public. APS shall 
notify the Commission within 24 hours of or the nest business day after an Extraordinary 
Circumstance and shall post on a public Website a description of the Extraordinary 
Circuinstance and the actions taken by APS. 

11. No Discrimination in Service 

APS shall not give preferential treatment to its Competitive Electric Affiliates and shall treat 
affiliated and non-affiliated en titics in a nondiscriminatoq. manner in providing scr\.ice. 

Ill.  Confidential Information 

A. APS shall not provide Confidential Customer Informalion to any Competitive Electric 
Affiliate or a Third Party without the custonier's prior authorization. Such information 
may be provided only to the extent specifically authorized. 

R. AI'S shall not provide Confidential Infomiation to a Competitive Electric Affiliate unless 
such infomation is also made a\-ailable to 'Third Parties under sirnilar ternis and 
conditions. This restriction shall not apply to Customer Confidential Information 
provided u%h the customer's prior authorization. 

C. If Customer Coiilidcntial Infonnation is properly requested by a Third Party. APS shall 
not unreasonably delay or \t-ithliold the release of the requested Customer Confidciitial 
Inform at ion . 

IV. Separation Requirements 

I A. APS shall be a separate corporate entity from its Competitive Electric Affiliates. 

B. Unless othenvise permitted by the Code of Conduct. APS shall operate separately from 
its Conipetiti\'e Electric Affiliates to the extent practical. 

C. APS shall keep separate books and records and shall keep accounting records that set 
forth appropriate cost allocations bctwcen '4PS and its Competitive Electric Affiliates. 
which shall bc made available to the Commission in accordance with A.A.C. Rll-3-  
803(A). 

' 



CODE OF CONDUCT FOK TIIE IIKIZON.~ CORPOR 4TIOY COlllllSSlOV 

D. APS and its Compctitivc Electric Affiliates may share equipment and facilities only i n  
accordance with the functional separation requirements set forth in this Code of Conduct 
and the Policies and Procedures. 

E. APS and its Competiti\.e Electric Afiiliates shall not jointly employ the same employces. 
except that AI'S and its Competitive Electric Affiliates may utilize coninion officers and 
directors for corporate support. oversight. and governance. APS officers direct]). 
responsible for operational matters shall not senre as officers or directors of a 
Competitive Electric Afi'iliate. Common officers and directors shall not be utilized to 
circumvent the prohibition on proiiding Confidential Information to a Competitive 
Electric Affiliate, nor shall such coniinon officers or dircctors be pemiitted to participate 
during tlie development or conduct of any Competitive Procurement process. or in any 
subsequent negotiations. in \vhicli a Coinpetiti1.e Electric Affiliate emploiing the 
common officer or director participates as a bidder. 

F. Contracts for senices accountcd for in coniomiance n-ith Part 2, Section V of this Code 
of Conduct shall not constitute prohibited joint employment if nieasures are taken to 
prevent tlie transfcr of Confidential Infomiation between '4PS and any Competiti\-e 
Electric Affiliate. 

G. APS aiid its Conipctiti\z Electric Affiliates may utilize Shared Services in accordance 
with Part 2. Section V of this Code of Conduct but Shared Sen~ices shall not act as 
conduit for C'oniidential Infomiation to Conipetiti\ e Electric Affiliates. 

V. Transfers of Goods and Services 

A. shall not subsidix its Competitive Electric Affiliates through any rates or charges 
for Noncompetitive Scn-ices and. except as other\\ ise provided below. all transactions 
betiyeen APS and its Competitive Electric Affiliates shall be ann's length transacrions. 
An ami-s length transaction is a transaction bet\veen or among parties. each of mhom acts 
in its  OM^ intercst and ivhere the h a 1  dccision on the transaction is not made by a single 
individual or group of indi i  iduals with direct management control or other authority o\.er 
both parties. 

B. Shared Seri*ices niay be provided by APS to its Conipetitiye Electric Affiliates. and such 
sen ices shall be accountcd for in  accordance with the Policies and Procedures. 

C. APS inay acquire Shared Services from Pinnacle West and such sen,ices shall be 
accounted for in accordance ivitli the Policies and Proccdures. 

D. Any senices pro\,ided by APS or its Competitive Electric Affiliates that are subject to a 
filed tariff shall be provided at the rates and under the teniis and conditions set forth in 
the tariff, unless an exception is pemiitted by the go\,cming body lvith jurisdiction o\er 
such tariff. APS dial1 not be required to charge its Competiti\.e Electric Affiliates more 
than its authorized tariff rate for an!. Noncompctitive Senice. 

3 
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E. If APS sells to its Competiti\-e Electric Affiliates lion-tariffed goods or sen-ices. the 
transfer price shall be the higher oi'cost or market. 

F. If APS' Competitive Electric Afiiliates sell to APS non-tariffed goods or seriices. the 
transfer price shall be at a price not to exceed market. 

VI. Compliance, Disscmination and Education 

A. 

B. 

C. 

D. 

E. 

F. 

G. 

Compliance with the Code of Conduct is mandatory. 

The failure or refusal of an cniplo~.ee of i\PS or its affiliates to abide bjv or to act 
according to the Code of Conduct or the Policies and Procedures may subject the 
employee to disciplinary action. up to and including discharge from emplojmient. 

Copies of this Code of Conduct shall be pro\ridcd to employees and agents of APS and its 
Competitive Electric Affiliates that are likely to be engaged in acti\-ities subject to the 
Code of Conduct. 

A copy of the Code of Conduct shall be made a\ ailable to all employees of APS and its 
Competitive Electric Affiliates on the corporate Iiitranct site. 

Training on the provisions of the Code of Conduct and its implementation shall be 
provided to the emplo>ccs of APS and its Conipetiti\e Electric Affiliates and those 
authorized agents of APS and its Competitive Electric Affiliates that are likely to be 
engaged in actiiities subjcct to the Code of Conduct. 

Any acti\.ity that ~ o u l d  constitute engagement in unlawful anticompetitive beha\.ior shall 
constitute a Iiolatjon of this Code of Conduct. 

APS shall prwide a nicaiis for employees to raise questions and report concerns 
regarding this Code of Conduct. 

VII. Modifications to the Code of Conduct or Policies and Procedures 

A.  APS may request modifications to the Code of Conduct by filing an application 1%-ith the 
Commission. The application shall sct forth the proposed inodificatio~~s and the reasons 
supporting them. 

B. APS may not inake and implement any material change to the Policies and Procedures. 
including modifications to allocation nicthods or the direct and indirect allocators used in 
the Policies and Procedures. without filing an  update with the Commission or its 
designee. Once notification is made by APS of an intended modification, if no action is 
taken by the Commission or its designee within 30 d a j s  of its filing. the modification 
shall be deemed approved. 
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VIII. Kcporting Requirements 

APS shall submit the following infonilation to the Conmission 011 an annual basis each April 
15th. which shall be treated in accordance \vith .4.K.S. 8 40-204: 

A. 

B. 

C. 

D. 

A list of all Extraordinary Circumstances that explains the nature, cause. and duration 
of each ilicident. 

A report suniinarizing the charges associated with ail non-tariffed transactjons 
between APS and its Competiti\,e Electric Affiliates, with the associated charges 
reported separately for each Competitive Electric Affiliate and for each category of 
sen ice. 

'4 report detailing (i) how many non-Standard Offcr Senvice customers were pro\'ided 
metering services or meter reading senices and ( i i )  how many Electric Senice 
Proiriders recei\.ed consolidated billing services from .4PS. 

A report identifying a11 transfers between APS and its Competiti\ye Electric Affiliates 
of employees at the manager le\.el or abo1.e. 

IX. Dispute Kcsolution 

To the extent permitted by law, complaints concerning violations of this Code of Conduct 
shall be proccssed under the procedures established in A.A.C. R14-3-312. 

6 



I. 

Part Three - Retail Electric Competition 

Non-Discrimination 

11. 

111. 

IV. 

A. If a retail tariff provision allows for discretion in  its application. APS shall apply that 
provision in a non-discriminatory manner bet\veen its Conipetiti\.e Retail Affiliates 
and Third Parties and their respective custoiners. 

I3. APS shall process requests for sen.ice by Coiiipetiti\.e Retail Affiliates aid Third 
Parties and their r e sp4 i . e  customers in the same iiianner and \vithin the same time 
period. 

C. APS shall offer access to Distribution Infoniiation to its Conipetiti1,e Retail Affiliates 
and Third Parties concurrently and under the saiiie material ternis aiid Conditions. 

Consolidated Billing and Promotions within the Bill Envelope 

A. If APS includes charges for Competitive Retail Senices in its bills for 
Noiicompctiti\-e Senices, APS shall offer the same senicc to any Third Party on the 
same iiiaterial tenns and conditions. 

€3. This provision shall not prevent a Competitive Rctail Affiliate or any Third Party 
from including amounts duc for Noncoinpctitive Services in its o ~ v n  consolidated 
billing statement if authorized by the customer. 

C. If XPS includes with its bills for Noncompetitiirc Senvices advertising or promotional 
inaterials iiom its Con1petitii.e Retail Af'iiliate. APS shall offer the same senice to 
any Third Party on the same material ternis and conditions. 

Company Contact Information 

Telephone numbers and 1vebsites used by APS for the pro\,ision of Noncoinpctitive Strikes 
shall be different from those used by its Comptttiti\.e Retail Affiliates. 

Prohibition on Suggestion of UtiIity Advantage 

A. APS shall not state in any adiertising, promotional materials, or sales efforts that a 
consumer who purchascs sen ices from APS' Competitive Retail Affiliates w d l  
receive preferen~ial treatment in the provision of Noncompetitive Seniccs or have 
any other ad\.antage regarding the pro\~ision of Noncompetitive Services nor may 
APS require the purchase of any Cornpetiti\.e Electric Service from APS' 
Competitive Retail Affiliates as a condition to providing Nonconipetitive Services. 

B. The iianie or logo of XPS as a utility distribution company shall not be used in 
promotional advertising material circulated by a Conipeliti\.e Retail Affiliate. 

7 



C. APS personnel shall not state to any retail customer or potential retail customer a 
preference for any Competitive Electric Senice pro\.ided by APS' Competiti\.e Retail 
Affiliates or any 'Third Party. 

D. APS shall cither direct Customers \vho inquire about Cornpetiti\,e Retail Senices to 
the Conmission for a list of Electric Senice E'ro\.iders or rnay provide such 
custoniers \vith a copy of the current Commission list of such providers. APS and its 
employees niay not state an!. reconmendation or preference or othemise attempt to 
influence a potential customer in their choice of an Electric Sen ice Pro\-ider. 

E. APS rnay not enter into special contracts \vliich provide generation s e n k e  at a 
discount to Standard Offer Service customers \i.ithout the express authorization of the 
Conmission. 

\ T .  .Joint Marketing 

APS and its Conipetitke Retail Affiliate shall not jointly market their respecti\-e retail 
sen-ices. 
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I 

Part Four - Competitive Procurement 
I I. Applicability 

A. These Competitive Procurement principles shall apply to \vholesale acquisition of energy. 
capacity and physical hedge transactions for APS Standard Offer Senice customers. 

These Competitive Procurement principles do not apply in cases of emergencies or for 
short-term acquisitions to inaintain system reliability. nor unless other\+-ise stated to 
transactions to satisfy APS' obligations under the Commission's Environmental Portfolio 
Standard and Demand Side Managcnicnt prograins. 

B. 

11. Acceptable Procurement Methods 

A. 

J3. 

C. 

D. 

E. 

F. 

Purchases through third party. on-line trading systems. including but not limited to the 
Intercontinental Exchange. Bloomberg. California Independent System Operator. New 
York Mercantile Exchange. or other similar on-line third party systems. 

Purchases from qualified, third party, independent energy brokers. 

Purchases from non-afliliated entities through auctions or a request for proposals process 
administered by APS. 

Bilateral contracts lvith non-affiliated entities. 

Bilateral contracts with affiliatcd entities, provided that if APS proposes to procure 
energy or capacity from an affiliate through a bilateral contract APS \vi11 provide. through 
its Competitive Procurement Website, non-afiiliated entities an opportunity to beat any 
proposed contract before executing the transaction. 

Any other C0mpetitk.e Procurement process approved b i z  the Coininission. 

111. Participation of Competitive Electric Affiliate 

A. APS shall not gii'e preferential treatment to its Coinpetitive Electric Affiliates in aiij 
Competiti\.e Procurement or in the procurement of Demand Side Management or 
Environmental Portfolio Standard resources. 

B. If a Conipetiti\ e Electric Affiliate participates as a bidder in a Conipetitive Procurement 
request for proposals or auction process, an independent monitor will ol'ersee the process. 

If a Competitive Electric Afiliate participates as a bidder in a Competiti\'e Procurement. 
APS shall keep detailed records of any and all contacts Ivith the Competitive Electric 
Affiliate, including employees and contractors. regarding the Conipetiti1.e Procurement 
for the life oftlie contract plus five years. 

C. 
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D. If a Competitive Electric Affiliate participates as a bidder i n  a Coiiipetiti\ e Procurement. 
personnel in\rol\ ed i n  the preparation of a Coiiipetiti\-e Electric Affiliate's bid in ihe 
solicitation process shall not have contact M-iih personnel conducting the soIicitation or 
ad\%ing APS in the solicitation concerning any business matter related to the 
Conipetitiix Procureinent except as provided belolv. 

E. The content of any conimunication between a Coniptstitiie Electric Affiliate that is a 
bidder in a Competitive Procurement and APS personnel (includiiig conlractors and 
agents) conducting the Conipctiti\-e Procurement must be contemporaneously postcd on 
the Competitive Procurcment M'ebsite. A Competiti\.e Electric Affiliate may. ho\s ever. 
attend bidder's conferences and other public meetings regarding a Competiti1.e 
Procurement. 

F. Copies of all bilateral pmver contracts hstu een APS and Competitive Electric Affiliates 
sliall be retained b1 AI'S for a inininiuin ofthe life of the contract plus f i \  e years. 
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REBUTTAL TESTIMONY OF JEFFREY B. GULDNER 
ON BEHALF OF ARIZONA PUBLIC SERVICE COMPANY 

(Docket No. E-00000A-02-0051) 
(Docket No. E-00000A-01-0630) 

INTRODUCTION 

PLEASE STATE YOUR NAME, ADDRESS AND OCCUPATION. 

My name is Jeffrey B. Guldner. I am the Director of Regulatory Compliance fo1 

Arizona Public Service Company (“APS” or “Company”). 

19 

20 

21 

22 

23 

24 

25 

26 

DID YOU FILE DIRECT TESTIMONY IN THIS PROCEEDING? 

Yes. 

WHAT IS THE PURPOSE OF YOUR REBUTTAL TESTIMONY? 

My rebuttal testimony responds to the testimony filed by Arizona Corporation 

Commission (“Commission”) Staff witness Ms. Barbara Keene. Staff has 

recommended that the Commission adopt A P S ’  Proposed Code of Conduct with 

some modifications. In my testimony, I discuss the revisions recommended by Ms. 

I. 

Q- 
A. 

Q- 
A. 

Q- 
A. 

11. 

Q. 
A. 

Keene that A P S  does not oppose incorporating into the Proposed Code of Conduct. 

These are the majority of Staffs recommended revisions. For the remaining issues, 

I also address why the Company befieves some modification is appropriate to 

ensure that the Proposed Code of Conduct can be implemented reasonably and 

effectively. 

PLEASE SUMMAFUZE YOUR REBUTTAL TESTIMONY. 

A P S  believes that the Company and Staff are in agreement regarding the general 

structure and provisions of a new Code of Conduct. A P S  does not oppose most of 

the changes recommended by Staff to the Proposed Code of Conduct, which was 

SUMMARY OF REBUTTAL TESTIMONY 
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111. 

Q. 

A. 

- 2 -  

attached to my direct testimony as Schedule JBG-1. There is one changc 

recommended by Staff that A P S  believes is acceptable with only mino, 

clarification. In addition, it is Staffs position that Pinnacle West Capita 

Corporation (“P WCC”), the parent corporation of A P S ,  falls within the definitior 

of a “Competitive Electric Affiliate.” Although A P S  believes that it would bc 

appropriate to exclude PWCC fiom the definition of a Competitive Electric 

Affiliate, I am proposing certain modifications to the Proposed Code of Conduc 

should the Commission agree with Staff3 position. Finally, I discuss clarification! 

to Staffs recommended definition of “Operating Employee” that would ensure tha 

this term is not interpreted in a way that would adversely affect the provision o 

shared services, which are recognized as appropriate in the Proposed Code o 

Conduct. I have attached a revised, redlined version of the Proposed Code tha 

incorporates these revisions as Schedule JBG-1R. No other party has submitted ani 

testimony or recommended changes to the Proposed Code of Conduct. 

DISCUSSION 

ARE THERE AREAS OF AGREEMENT BETWEEN APS AND STAFI 
RELATING TO THE PROPOSED CODE OF CONDUCT? 
Yes. APS does not oppose most of Staffs recommendations, which can bt 

incorporated in the Proposed Code of Conduct without any further clarification 01 

modification. These consist of: 

0 Including the phrase “by the Commission” instead of “in i 

Commission Rule” in the definitions of “Competitive Retai 

Services” and “Noncompetitive Retail Services.” 
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Q. 

A. 

Allowing a single law department to represent both A P S  and a 

Competitive Electric Affiliate, while prohibiting a single attorney 

from representing both entities in an arm’s length transaction. 

Including risk management as a shared service, with the limitations 

that a shared risk management employee cannot be an Operating 

Employee of either A P S  or its Competitive Electric Affiliates and 

cannot be a conduit for improperly sharing information. 

Requiring that Confidential Customer Information be provided to 

others only with the customer’s prior written authorization, which 

could include a printed version of an electronic authorization. 

In those circumstances where a Competitive Electric Affiliate 

participates as a bidder in a Competitive Procurement and an 

independent monitor is required, Staff will select the monitor. 

Reports that are required under the Proposed Code of Conduct will be 

made available to the public. 

ARE THERE ANY STAFF RECOMMENDATIONS WITH WHICH THE 
COMPANY AGREES, SUBJECT TO MINOR CLARIFICATIONS? 

Yes, there is one. Staff has recommended that each shared support employee be 

required to sign an affidavit stating that he or she will not be a conduit for 

improperly sharing information. A P S  believes that electronic acknowledgements 

would meet the requirement of signed affidavits and, therefore, should be 

authorized by the Proposed Code of Conduct. This would allow the 

acknowledgement to take place as part of a computer-based training program. 
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Q. 

A. 

STAFF RECOMMENDS THAT PWCC BE CONSIDERED A 
“COMPETITIVE ELECTRIC AFFILIATE.” WHAT IS THE COMPANY’S 
RESPONSE TO THIS RECOMMENDATION? 

In my direct testimony, I acknowledged that PWCC has some wholesale contracts 

but noted that those contracts are not marketed to APS for native load 

requirements. It was the potential marketing to APS of the output of an affiliate- 

owned power plant that was the original focus for expanding APS’ Code of 

Conduct. For example, the discussion on the Code of Conduct issue in the TrackA 

order noted that the Commission’s interest was in “affiliate wholesale purchases 

used to serve retail customers.” Decision No. 65154 (September 10, 2002) at 25. I 

recommended that the Proposed Code of Conduct not consider PWCC to be a 

Competitive Electric Affiliate because PWCC is not marketing power to A P S  

customers and the relationship between A P S  and its parent company is very 

different from the relationship between APS and a “sister” affiliate, such as A P S  

Energy Services. 

Specifically, as the parent corporation, PWCC has the responsibility to provide 

corporate governance to its affiliates. This requires a detailed understanding of 

information from all affiliates. For example, nonpublic information about A P S ’  

load growth forecasts is critical for effective governance by PWCC because that 

information affects corporate requirements and processes, such as earnings 

forecasts and capital expenditures. 

In addition, officers and directors of a publicly traded parent company such as 

PWCC must have broad access to information to satis@ both their fiduciary 

obligations and statutory requirements such as the Sarbanes-Oxley Act. An officer 
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company, such as A P S  Energy Services. 

Finally, as noted by Staff, A P S  had concerns about how the transfer pricing 

requirements of the Code of Conduct would apply to certain transactions between 

A P S  and PWCC. One potential example is the payment of dividends by A P S  to 

PWCC, which obviously cannot be “priced” at the higher of cost or market like a 

transfer of a good or service under the Proposed Code of Conduct. I agree with 

Staff, however, that the Code of Conduct should not affect the payment of 

dividends by A P S .  

IF PWCC WERE CONSIDERED A “COMPETITIVE ELECTFUC 
AFFILIATE” AS RECOMMENDED BY STAFF, WOULD ANY CHANGES 
TO THE PROPOSED CODE OF CONDUCT BE NECESSARY? 

Yes, although it is difficult to anticipate every potential transaction or issue that 

could arise. If the Commission considers PWCC to be a “Competitive Electric 

Affiliate” under the Proposed Code of Conduct, the following changes, or at least 

some clarification, are necessary.’ 

First, it should be clear that the Proposed Code of Conduct does not apply to the 

payment of dividends by A P S  to PWCC or to “pass-through” transactions, such as 

tax payments, that normally occur between a parent corporation and a subsidiary. 

Second, it would be helpful to clarify the scope of shared services, as the Proposed 

Code of Conduct was not drafted to reflect PWCC as a Competitive Electric 

Q. 

A. 

The Policies and Procedures that will be developed after this Code of Conduct is approved would also 1 

require some changes from the existing Policies and Procedures. 
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A. 

Affiliate. Like the original Code of Conduct, the Proposed Code of Conducl 

identified shared services that may be provided throughout the corporate enterprise. 

subject to appropriate affiliate accounting. If PWCC is considered a Competitive 

Electric Affiliate, essentially all of the services that PWCC employees provide 

should be considered “shared services” under the Proposed Code of Conduct 

These include such things as enterprise finance, shareholder services, law and 

business practices, and corporate audit services. This is particularly important a 

the Proposed Code of Conduct expressly permits the sharing of information 

required to either give or receive shared services. 

In addition, I recommend that the term “corporate governance” be included in the 

definition of shared services to clarify that PWCC employees, officers and 

directors can provide such governance and that A P S  may provide information tc 

P WCC employees for corporate governance purposes. 

Finally, if PWCC is considered a Competitive Electric Affiliate, the Code 01 

Conduct should be clear that physical separation is not required for shared services 

functions provided by PWCC. 

DO YOU SUPPORT STAFF’S RECOMMENDATION THAT THE CODE OF 
CONDUCT EXCLUDE “OPERATING EMPLOYEES” FROM PROVIDING 
SHARED SERVICES? 

With some clarification as to what constitutes an “operating employee,” A P S  would 

not oppose Staffs recommendation. Staff correctly notes that the Federal Energy 

Regulatory Commission’s (“FERC”) Standards of Conduct rules define a 

“Transmission Function Employee” as an employee with day-to-day duties 01 

carrying out transmission-related operations. In subsequent Standards of Conducl 
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Q* 

A. 

orders, FERC has clarified and discussed how that term applies to employees, such 

as lawyers and regulatory personnel, who might be considered to ‘‘carry out” 

transmission related operations. In general, FERC recognizes that lawyers and 

regulatory personnel will advise and make recommendations on transmission- 

related operations. Provided these personnel are not the operational decision- 

makers on issues, however, FERC has acknowledged that they can appropriately be 

shared employees. A similar understanding should apply to any definition of 

“Operating Employees” to ensure that the use of this term does not eliminate some 

of the defined shared services in the Proposed Code of Conduct. 

WHAT CLARIFICATIONS DOES THE COMPANY BELIEVE ARE 
NECESSARY TO THE DEFINITION OF “OPERATING EMPLOYEES”? 

Two clarifications would better define the scope of the term “Operating 

Employees.” First, the Proposed Code of Conduct is different in scope and intent 

from the FERC authorities that Ms. Keene cites in her testimony. Some shared 

services identified in this Proposed Code of Conduct could be construed to involve 

employees who would have day-to-day responsibility for “planning, directing, 

organizing or carrying out energy related operations” but who are appropriate 

shared service employees. For example, information and communications 

technology personnel are “support” personnel, but nonetheless have responsibilities 

for information and communications systems related to “energy operations.” Such 

employees should be allowed to provide shared support services provided they do 

not act as a conduit of information between Competitive Electric Affiliates. The 

same analysis applies to other support services such as environmental, health and 

safety, and regulatory services. 
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Q- 

A. 

Second, the definition of “Operating Employee” should permit the continuation o 

the marketing and trading structure that currently exists at A P S ,  which provide! 

marketing and trading services to PWCC and other affiliates. The marketing an( 

trading organization was moved back to APS following the Track A Decision. Duc 

to the limited amount of marketing and trading that now occurs outside of APS, i 

is not practical to maintain separate trading departments with the associate( 

software and hardware systems and support hnctions. Nonetheless, the service 

provided to the non-regulated entities are handled by a separate trading desk, whicl 

does not enter into transactions for A P S .  To accommodate this structure, thc 

definition of “Operating Employee” should be revised to state that an Operatin1 

Employee is an employee engaged in “day-to-day duties and responsibilities fo 

planning, directing, organizing, or carrying out energy-related operations for APS.’ 

Such a clarification would allow a separate trading desk that would not havc 

responsibility for APS marketing and trading, but could continue to administer an! 

non-APS contracts and positions. The other non-trading functions would bc 

considered shared services. 

ARE YOU RECOMMENDING A REVISED DEFINITION FOR 
“OPERATING EMPLOYEES” ? 

Yes. I believe that the following definition embodies the discussion above whilt 

still capturing the intent of Staff. 

Add the following in Part One, Definitions - 

“Operating Employees” means employees, contractors, 
consultants, or agents who have day-to-day duties and 
responsibilities for planning, directing, organizing, or carrying out 
energy-related operations for A P S .  Operating employees include, 
but are not limited to, generation employees, transmission 
employees and distribution employees of A P S .  Operating 
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service taken under A P S ’  Open Access Transmission Tariff, is priced at the tariffed 

rate rather than negotiated at arm’s length. Finally, there are transfers between APS 

and PWCC that relate to corporate and pass-through obligations, such as the annual 

payments of APS’ share of the enterprise’s withholding and payroll taxes, 

employee benefits and pension costs, estimated income taxes, employee savings 

plan contributions, and APS’  allocation of corporate governance costs. 

Staff requested that APS list transactions that would not be arm’s length. As 

requested by Stafc it is possible to identie generally the following types of 

transactions where the “arm’s length” requirement would not apply: 

employees do not include employees performing support services in 
the areas specifically identified in the definition of “Shared 
Services.” 
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DO YOU HAVE ANY CONCLUDING REMARKS? 

A P S  does not oppose the majority of the changes recommended by Staff to the 

Proposed Code of Conduct and has incorporated them into the Revised Proposec 

Code of Conduct attached to my testimony at Schedule JBG-1R. For the one 

provision where the Company has proposed a modification to Staffs recommendec 

language, APS believes that the modification is necessary to allow the Company tc 

operate efficiently as well as to comply with other applicable laws and regulations. 

such as Sarbanes Oxley. 

Transactions where the price is either the higher of or lower of fullj 

allocated cost or fair market value. 

Transactions under a tariff where a price or rate is specified. In the 

case of Market Based Rate Tariffs where a price is not specified, thc 

price shall be established through an arm’s length transaction. 

Corporate transactions such as dividends or payments of an entity’: 

share of taxes, benefits, or other pass-through costs. 

Shared services when accounted for in accordance with the Policies 

and Procedures. The Policies and Procedures provide for either direci 

charges of costs that can be assigned to a specific affiliate (such as 

legal costs) or allocations for costs that cannot be tied to a specific 

affiliate (such as the costs of preparing consolidated financial 

statements), 
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Q. 

A. Yes. 

DOES THAT CONCLUDE YOUR TESTIMONY? 
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CODE OF CONDUCX MIR THE ARIZONA CORPORATION COMmSSION 

Part One - - Definitions 

means Arizona Public Service Company. 

"Arms L e n d  Transaction" means a transaction betwe en or amone 'es. each of whom acts 
in its own interest and where the final decision on the transaction is not made bv a sinele 
individual or ~ O U D  of individuals with direct manaerment control or other authontv over both 

I -  
"Commission" means the Arizona Corporation Commission 

"Commission Rule" meam a finaI rule of the Commission effective at the time in question. 

"Competitive Electric AEliate" means those affiliates of APS engaged in either Competitive 
Retail Services or Competitive Wholesale Services. 

"Competitive Procurement" means a process by which power is procured by APS. 

'Competitive Retail Affiliate" means any affiliate of APS that is engaged in Competitive Retail 
Services within this state and is an Electric Service Provider. 

"Competitive Retail Services" means unbundled generation, unbundled metering, unbundled 
meter reading, and other retail electric services that have been determined to be competitive 

"Competitive Wholegale Services" means the provision of energy products or services to the 
wholesale electric market. 

"Confidential Customer Information" means any non-public customer-specific information 
obtained by APS as a result of providing Noncompetitive Services. Confidential Customer 
Information also includes non-public customer-specific information obtained by APS fiom 
customers of special districts and public power entities on behalf of such special districts and 
public power entities. 

'Confidential bformation" means Confidential Customer I n f o d o n  and any other nonpublic 
information regarding Competitive Retail Services or Competitive Wholesale Services obtained 
solely through the provision of Noncompetitive Services or in a Competitive Procurement 
process. Confidential Information shall not include information that is otherwise available to 
non-affiliated third parti- or information necessary for a Competitive Electn'c Affiliate to 
provide or receive Shared Services. 

'Distribution Information" means information about available distribution capacity, 
transmission access, and curtailments. 

"Electric Service Provider" means an entity authorized by a Certificate of Convenience and 
Necessity to provide Competitive Retail Services in Arizona. 

, , { ~ ~ m , ~ ~ o o ~  

.wlkes P-. ___.__. ._ ... ... ._ ...-._. __. .-. ....__ _-_. ._. . . . . .. ___. ._._ -~...~._______.____.._...______..~_.__-,-- 
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CODE OF CONDUCT FOR THE ARIZONA CORPORATION COMMISSION 

“Extraordinary Circumstance” means any situation that requires APS to act in a manner 
contrary to this Code of Conduct to ensure the reliability of APS’ system, or ensure the safety of 
employees or the public, or to respond to any other emergency where such action is required. 

“FERC” means the Federal Energy Regulatory Commission. 

“Nonmmpetitive Services” means unbundled diseibution service, Standard offer Service and 
other services that have been daermined to be noncompetitive services,bv@e C0mmjssj-m. .--___-.____. 
”Ooerating EmDloveesn means endovees. contractors. consultants. or aeents who have dav-to- 
&& 
omations for APS. ODeratine ~ I I I D ~ O V ~ ~ S  include. but are not limited to. generation emdovees, 
& 
em~lovees oerforminz SUDwrl services in the areas soecificallv identified in the definition of 
Shared Services. 

,.{ww. i n . ~ ~ m i - ~ p l ~ .  1 

”Pinnacle West” means Pinnacle West Capital Corporation. 

“Policies and Procedures” means those policies and procedures developed by A P S  to 
implement this Code of Conduct 

“Shared Services” means those support services provided by Pinnacle West or any of its 
I affiliates, including but not limited to; human resources; accounting; COlMlcBte fzovemance; tax; 

insurance; risk and insurance management, claims services, and public safety; energy risk 
management; audit services; contract managcment; information and communication technology; 
communications; environmental, health and safrty; regulatory services; system dispatch 
transportation; security; facilities; shareholder services; law and business practices; public 
&its; and enterprise finance. 

“Standard Offer Service’’ means the bundled provision of retail electric service. 

“Third Party” means any Eledric Service Provider or market participant other than a 
Competitive Retail AfEliate that may lawfully provide Competitive Retail Services in Ariina. 

2 
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~ CODE OF CONDUCT FOR THE ARIZONA CORPORATION COMMISSION 

I Part Two - - Basic Principles 

I. Applicability of Code of Conduct 

A. The Code of Conduct applies to APS as a provider of Noncompetitive Services 
and its interactions with its Competitive Electric Affiliates, unless an 
Extraordinary Circumstance excuses compliance. 

B. Regardless of any provision in this Code of Conduct, in an Extraordinary 
Circumstance APS may take whatever steps are necessary to ensure the reliability 
of APS’ system, to protect the public interest, or to e m r e  safety for employees 
and the public. APS shall notify the Commission within 24 hours of or the next 
business day adter an Extraordinary Circumstance and shall post on a public 
website a description of the Extraordinary Circumstance and the actions taken by 
APS. 

E’ No Discrimination in Service 

APS shall not give preferential treatment to its Competitive Electric Affiliates and shall 
treat affiliated and nonaffiliated entities in a nondiscriminatory manner in providing 
service. 

IIL Confidentid Informrtion 

A. APS shall not provide Confidential Customer Information to any Competitive 
Electric Affiliate or a Third Party without the customer’s prior written 
authorization, which would include a urinted version of an electronic 
authorization. Such information may be provided only to the extemt specifically 
authorized. 

APS shall not provide Confidential Information to a Competitive Electric Affiliate 
unless such information is also made available to Third Parties under similar 
terms and conditions. This restriction shall not apply to Customer Confidential 
Information provided with the customer’s prior authorization. 

If Customer Confidential Information is properly requested by a Third Party, APS 
shall not unreasonably delay or withhold the release of the requested Customer 
Confidential Information. 

B. 

C. 

W. Separation Requirements 

A. 

B. 

APS shall be a separate corporate entity h m  its Competitive Electric Affiliates. 

Unless otherwise permitted by the Code of Conduct. APS shall operate separately 
from its Competitive Electric Affiliates to the extent practical. 

APS shall keep separate books and records and shall keep accounting records that 
set forth appropriate cost allocations between A P S  and its Competitive Electric 

. 

C. 
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CODE OF CONDUCT FOR THE ARIZONA CORPORATION COMMISSION 

D. 

E. 

F. 

G. 

Affiliates, which shall be made available to the Commission in accordance with 
AAC.  R14-3-8WA). 

APS and its Competitive Electric AfTiliates may share equipment and facilities 
only in accordance with the functional separation requirements set forth in this 
Code of Conduct and the Policies and Procedures. 

APS and its Competitive Electric Affiliates shall not jointly employ the same 
employees, except that APS and its Competitive Electric Affiliates may utilize 
common officers and directors for corporate support, oversight, and governance. 
APS officers directly responsible for operational matters shall not serve as 
officers or directors of a Competitive Electric Affiliate. Common officcrs and 
directors shall not be utilized to circumvent the prohibition on providing 
Confidential Information to a Competitive Electric Affiliate, nor shall such 
common oficem or directors be permitted to participate during the development 
or conduct of any Competitive Procurement process, or in any subsequent 
negotiations in which a Competitive Electric Affiliate employing the common 
officer or director participates as a bidder. 

Contracts for services accounted for in conformance with Part 2, Section V of this 
Code of Conduct shall not constilute prohibited joint employment if measures are 
taken to prevent the transfer of Confidential Information between APS, and any 
Competitive Electric Affiliate. 

APS and its Competitive Electric Affiliates may utilize Shared Services in 
accordance with Part 2, Section V of this Code of Conduct, but Shared Services 
shall not act as conduit for Confidential Information to Competitive Electric 
Affiliates. Each shared service emplovee shall be rea i r ed  to acknowledne. either 
in writing or electronicallv. that he or she will not be a conduit for imDroperly 
sharing Confidential Information. ODeratin~ E ~ D ~ o v ~ ~ s  cannot Drovide Shared 
Service nor shall a shared attomev reDresent both APS and a Comdt ive  
Electric Affiliate in a transaction. 

Transfers of Goods and Services 

k APS shall not subsidize its Competitive Electric Affiliates through any rates or 
charges for Noncompetitive Smiccs and, except 8s otherwise provided below, all 
transactions between APS and its Competitive Electric Affiliates shall be A r m ' s  

cwh ofwhom x i s  in its o m  intcrrrtd 
wimz the ikd decirion m the 

Transado== .._..__. __.___._________._..___. __. __.. ._.. .____ ._ ..-. ~ .-.-_. _._.__. _ _ _ _ _ _  __.______, . 
B. Shared Services may be provided by APS to its Competitive Electric Afiliates, 

and such services shall be accounted for in acun-dance with the Policies and 
Procedures. 

APS may acquire Shared Services from Pinnacle West and such services shall be 
accounted for in accordance with the Policies and Procedures. 

C. 

4 



CODE OF CONDUCT FOR THE ARIZONA CORPORATION COMMISSION 

D. Any services provided by APS or its Competitive Electric Affiliates that arc 
subject to a filed tariff shall be provided at the rates and under the t e r n  and 
conditions set forth in the tariff, unless an exception is permitted by the governing 
body with jurisdiction over such tariff. APS shall not be required to charge its 
Competitive Electric Affiliates more than its authorized tariff rate for any 
Noncompetitive Service. 

If APS sells to its Competitive Electric Affiliates non-tarifkl goods or services, 
the transfer price shall be the higher of cost or market. 

If APS’ Competitive Electric Affiliates sell to APS non-tariffed goods or services, 
the transfer price shall be at a price not to exceed market 

E. 

F. 

VX. Compliance, Mssemination and Education 

A. 

B. 

Compliance with the Code of Conduct is mandatory. 

The failure or refusal of an employee of APS or its affiliates to abide by or to act 
according to the Code of Conduct or the Policies and Procedures may subject the 
employee to disciplinary action, up to and including discharge fiom employment 

Copies of this Code of Conduct shall be provided to employees and agents of APS 
and its Competitive Electric Affiliates that are likely to be engaged in activities 
subject to the Code of Conduct 

A copy of the Code of Conduct shall be made available to all employees of APS 
and its Competitive Electric Affiliates on the corporate Intranet site. 

Training on the provisions of the Code of Canduct and its implementation shall be 
provided to the employees of APS and its Competitive Electric Affiliates and 
those authorized agents of APS and its Competitive Electric Affiliates that am 
likely to be engaged in activities subject to the Code of Conduct 

Any activity that would constitute engagement in unlawful anticompetitive 
behavior shall constitute a violation of this Code of Conduct. 

APS shall provide a means for employees to raise questions and report concerns 
regarding this Code of Conduct. 

C. 

D. 

E. 

P. 

G. 

VII. Modifications to the Code of Conduct or Policies and Procedures 

A. APS may request modifications to the Code of Conduct by filing an application 
with the Commission. The application shall set forth the proposed modifications 
and the reasons supporting them. 

B. APS may not make and implement any material change to the Policies and 
Procedures, including modifications to allocation methods or the direct and 
indirect allocators used in the Policies and Procedures, without filing an update 

5 



CODE OF CONDUCT FOR THE ARIZONA CORF’OlUTION COMMISSION 

with the Commission or its designee. Once notification is made by APS of an 
intended modification, if no action is taken by the Commission or its designee 
within 30 days of its filing, the modification shall be deemed approved. 

WI. Reporting Reqnirements 

APS shall submit the following information to the Commission 011 an annual basis each 
April ‘5*? which shallbe~~.i!ab!etotheuub~~..~~~--~ lic: -_-._. ~ ..__ ~ __________._____________._._.__ ~ _ _ _ _ _  /*’ ’ 

A. 

,, 

A list of all Extraordinary Circumstances that explains the nature, cause and 
duration of each incident. 

A report summarking the charges associated with all non-tarifEd transactions 
between APS and its Competitive Electric Affiliates, with the associated charges 
reported separately for each Competitive Electric Affiliate and for each category 
of service. 

I 
B. 

C. A reporl detailing (i) how many non-Standard Offer Service customers were 
provided metering services or meter reading services and (ii) how many Electric. 
Service Providers received consolidated billing services h m  APS. 

A report identifying all transfers between APS and its Competitive Electric 
Affiliates of employees at the manager level or above. 

D. 

Ix Dispute Resolution 

To the extent permitted by law, complaints concerning violations of this Code of Conduct 
shall be processed under the procedures established in A.A.C. R14-2-212. 

DdCtLd:bohdinaccdmccwitb 
ARS.  B 40-204 
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CODE OF CONDUCT FOR THE ARIZONA CORPORATION COMMISSION 

Part Three - - Retail Electric Competition 

L Non-Discrimination 

A. If'a retail tariff provision allows for discretion in its application, AF'S shall apply 
that provision in a nondiscriminatory manner between its Competitive Retail 
Affiliates and Third Parties and their respective customers. 

AF'S shall process requests for service by Competitive Retail Affiliates and Third 
Parties and their respective customers in the same manner and within the same 
time period. 

APS shall offer access to Distribution Information to its Competitive Retail 
Affiliates and Third Parties concurrently and under the same material terms and 
conditions. 

B. 

C. 

II. Consolidated Billing and Promotions wlthii the Bill Envelope 

A. If APS includes charges for Competitive Retail Services in its bills for 
Noncompetitive Services, APS shall offer the same service to any Third Party on 
the same material terms and conditions. 

B. 'Ihis provision shall not prevent a Competitive Retail Affiliate or any Third Party 
from including amounts due for Noncompetitive Services in its own consolidated 
billing statement if authorized by the customer. 

C. If APS includes with its bills for Noncompetitive Services advertising or 
promotional materials from its Competitive Retail Affiliate, AF'S shall offer the 
same service to any ?hid Party on the same material terms and conditions. 

E L  Company Contact Information 

Telephone numbers and websites used by APS for the provision of Noncompetitive 
Services shall be different from those used by its Competitive Retail AfIiliates. 

Prohibition on Suggestion of Utility Advantage 

A. 

W. 

APS shall not state in any advertising, promotional materials, or sales efforts that 
a consumer who purchases services from APS' Competitive Retail Affiliates will 
receive prefcrurtal treatment in the provision of Noncompetitive Services or have 
any other advantage regarding the provision of Noncompetitive Services nor may 
APS require the purchase of any Competitive Electric Service from AF'S' 
Competitive Retail Affiliates as a condition to providing Noncompetitive 
Services. 

B. The name or logo of APS as a utility distribution company shall not be used in 
promotional advertising material circulated by a Competitive Retail Affiliate. 

7 



CODE OF CONDUCT FOR THE ARIZONA CORPORATION COMMISSION 

C .  APS personnel shall not statc to any retail customer or potential retail customer a 
preference for any Competitive Electric Service provided by APS' Competitive 
Retail Affiliates or any lhird Party. 

APS shalI either direct Customers who inquire about Competitive Retail Savices 
to the Commission for a list of Electric Service Providers or may provide such 
customers with a copy of the current Commission list of such providers. APS and 
its employees may not state any recommendation or prefkrence or otherwise 
attempt to idluence a potential customer in their choice of an Electric Service 
Provider. 

D. 

E. APS may not enter into special contracts which provide generation senice at a 
discount to Standard Offer Service customers without the express authorization of 
the Commission. 

V. Joint Marketing 

APS and its Competitive Retail Affiliate shall not jointly market their respective retail 
services. 

8 



CODE OF CONDUCT FOR THE ARIZONA CORPORATION COMMISSION 

Part Fonr - Competitive Procurement 

I. Applicability 

A. These Competitive Procumment principles shall apply to wholesale acquisition of 
energy, capacity and physical hedge transactions for A P S  Standard Offer Service 
customers. 

B. 'Ihese Competitive Procurement principles do not apply in cases of emergencies 
or for short-term acquisitions to maintain system reliability, nor unless othuwise 
stated, to transact! 'ON to satisfy APS' obligations under the Commission's 
Environmental Portfolio Standard and Demand Side Management programs. 

II. AcceptaMe Procurement Methods 

A. Purchases through third party, on-line trading systems, including but not limited 
to the Intemntinental Exchange, Bloomberg, California Independent System 
Operator, New York Mercantile Exchange or other similar on-line third party 
systems. 

Purchases from qualified, third party, independent energy brokers. B. 

C. Purchases from non-affiliated entities through auctions or a request for proposals 
process administered by APS. 

Bilateral contracts with non-afiiliated entities. D. 

E. Bilateral contracts with affiliated entities, provided that if APS proposes to 
procure energy or capacity from an affiliate through a bilateral contract APS will 
provide, through its Competitive Procwtment Website, non-afiiliated entities an 
opportunity to beat any proposed contract before executing the transaction. 

Any other Competitive Procurement process approved by the Commission. F. 

Participation of Competitive Electric Affiliate 

A. 

Ill. 

APS shall not give preferential treatment to its Competitive Electric Affiliates in 
any Competitive Procurement or in the procurement of Demand Side 
Management or Environmental Portfolio Standard resources. 

If a Competitive Electric Affiliate participates as a bidder in a Competitive 
Procurement request for proposals or auction process, an independent monitor 
selected bv Staffwill oversee the process. 

If a Competitive Electric Affiliate panicipates as a bidder in a Competitive 
Procurement, APS shall keep detailed records of any and all contacts with the 
Competitive Electric Affiliate, including employees and contractors, regarding the 
Competitive Procurement for the life of the contract plus five years. 

B. 

C. 
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CODE OF CONDUCT FOR THE ARIZONA COWOMTION COMMISSION 

D. If a Competitive Electric Affiliate participates as a bidder in a Competitive 
Procurement, personnel involved in the preparation of a Competitive Electric 
Affiliate’s bid in the solicitation process shall not have contact with personnel 
conducting the solicitation or advising APS in the solicitation concerning any 
business matter related to the Competitive Procurement except as provided below. 

The content of any communication beiween a Competitive Eledric Affiliate that 
is a bidder in a Competitive Procurement and APS personnel (including 
cmtrarhrs and agents) conducting the Competitive Procurement must be 
contemporaneously posted on the Competitive Procurement Website. A 
Competitive Electric Affiliate may, however, attcnd bidders’ confemces and 
other public meetings regarding a Competitive Procurement. 

Copies of all bilateral power contracts between APS and Competitive Electric 
Affiliates shall be retained by APS for a minimum of the life of the contract plus 
five years. 

E. 

F. 
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BEFORE THE ARIZONA CORPORATION COMMISSION 

CONMf S SIONERS 

JEFF HATCH-MILLER, Chairman 
MARC SPI‘TZER 
WILLIAM A. MUNDELL 
MIKE GLEASON 
KRlSTTN K. MAYES 

IN THE MATTER OF THE GENERIC DOCKET NO. E-00000A-02-005 1 
PROCEEDING CONCERNING ELECTRIC 
RESTRUCTURING ISSUES. 
IN THEMATTER OF THE GENEMC 
PROCEEDING CONCERNING THE DOCKET NO. E-00000A-01-0630 
ARIZONA INDEPENDENT SCHEDULING 
ADMINISTRATOR. 

NOTICE OF FILING 

Arizona Public Service Company (“APS’’) hereby files certain information 

requested by the Administrative Law Judge at the Procedural Conference on November 

9,2005. 

RESPECTFULLY SUBMITTED this 10’ day of November, 2005. 

PINNACLE WEST CAPITAL 
CORPORATION LAW DEPARTMENT 

P 

Thomas L. Murnaw 
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The original and 10 copies of the 
foregoing were filed this 10th day 
of November, 2005 with: 

Docket ControI 
Arizona Corporation Commission 
1200 West Washington 
Phoenix, AZ 85007. 

Copies of the foregoing mailed, faxed or 
transmitted electronically this 
10* day of November, 2005 to: 

All parties of record. 
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Arizona Public Service Company’s Response to 
Arizona Corporation Commission Administrative Law Judge 

Request for Information Dated 11/09/05 
Docket NOS. E-00000A-02-005 1 & E-00000A-01-0630 

1. Provide a chart showing APS’  affiliates and their relationship to APS. 

APS Response: 

See the attached chart, “Corporate Structure and Functions.” 



1 

C c .- 
n 

U 
4 I 

I 

1 

I 

Y 

c 
.r 

u) 
m c 

h u 
Q 
t 

L 
a, 

a 

0 
.L 

------lI 

E u 
C 
I -  

3 



Arizona Public Service Company’s Response to 
Arizona Corporation Commission Administrative Law Judge 

Request for Information Dated 11/09/05 
Docket NOS. E-00000A-02-005 I & E-00000A-0 1-0630 

2. Provide the names and functions of existing and planned affiliates. 

APS Response: 

See the chart provided in response to Question 1. Neither APS nor its affiliates have any 
plans to form new affiliates at the present time. 



Arizona Pubiic Service Company’s Response to 
Arizona Corporation Commission Administrative Law Judge 

Request for Lnformation Dated 11/09/05 
Docket NOS. E-00000A-02-005 1 & E-00000A-01-0630 

3. List which afliliates provide shared services and to which affiiates such 
shared services are provided. 

A P S  Response: 

S e e  the attached list of Shared Services 



LIST OF SHARED SERVICES 

APS to Affiliates 

a 

m 

8 

a 

a 

8 

B 

D 

m 

8 

a 

Accounting 
Tax 
lnsurance 
Risk & Insurance Mgmt, Claims Svcs, & Public Safety 
Regulatory Services 
Information Services 
Human Resources Services 
Energy Risk Management (APSES and PWCC only) 
System Dispatch and Scheduling (APSES and PWCC only) 
Environmental Health & Safety 
Corporate Conmunications 
Community Development 
Corporate Security 
Real EstateFacility Management 
Contract Management 
Transportation 

PWCC to Affiliates 



Arizona Public Service Company's Response to 
Arizona Corporation Commission Administrative Law Judge 

Request for Information Dated 11/09/05 
Docket Nos. E-00000A-02-005 1 & E-00000A-01-0630 

4. 

N S  Response: 

List the officers and directors for APS and each of its ariiates. 

See the attached listings of of€icers and directors. 



Pinnacle West Capital Corporation 

DIRECTORS 

Edward N. Basha, Jr. 
Jack E. Davis 
Michael L. Gallagher 
Pamela Grant 
Roy A. Herberger, Jr. 
Martha 0. Hesse 

William S. Jamieson, Jr. 
Humberto S. Lopez 
Kathryn 1. Munro 
Bruce J. Nordstrom 
William J. Post 
William L. Stewart 

Robert S. Aiken 

OFFICERS 

Vice President, Federal Affairs 
Donald E. Brandt 
Jack E. Davis 
Barbara M. Gomez 
Nancy C. Loftin 
William J. Post 

Executive Vice President & Chief Financial Officer 
President & Chief Operating Officer 
Vice President & Treasurer 
Vice President, General Counsel & Secretary 
Chairman & Chief Executive Officer 

Martin L. Shuitz Vice President, Government Affairs 

11-10-2005 
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THE POWER TO MAKE IT HAPPEN sM 

D I R E C T O R S  

Edward N. Basha, Jr. William S. Jamieson, Jr. 
Jack E. Davis Humberto S. Lopez 
Michael L. Gallagher Kathryn L. Munro 
Pamela Grant Bruce J. Nordstrom 
Roy A. Herberger, Jr. William J. Post 
Martha 0. Hesse William L. Stewart 

O F F I C E R S  

Vice President, Customer Service 
Vice President, Resource Planning 
Executive Vice President & Chief Financial Officer 
Vice President & Chief Information Officer 
President & Chief Executive Officer 
Vice President, Fossil Generation 
Vice President, Nuclear Operations 
Executive Vice President, Corporate Business Services 
Vice President, Communications, Environment & Safety 
Vice President & Controller 
Vice President & Treasurer 
Vice President, Power Marketing & Trading 
Vice President, Resource Acquisition & Risk Management 
Executive Vice President, Generation 
Vice President, General Counsel & Secretary 
Vice President, Nuclear Engineering & Support 
Chairman of the Board 
Vice President, Planning 
Executive Vice President, Customer Service & Regulation 

Jan H. Bennett 
Ajit P. Bhatti 
Donald E. Brandt 
Dennis L. Brown 
Jack E. Davis 
John R. Denman 
Clifford Eubanks 
Armando B. Flores 
Edward 2. Fox 
Chris N. Froggatt 
Barbara M. Gomez 
David A. Hansen 
Warren C. Kotzmann 
James M. Levine 
Nancy C. Loftin 
C. David Mauldin 
William J. Post 
Donald 6. Robinson 
Steven M. Wheeler 

APS380 DOC - Revised 1 1-1 0-2005 
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AXIOM POWER SOLUTIONS, INC. 

Dl RECTORS 

Jack E. Davis 
William J. Post 

OFFICERS 

William J. Post 
Nancy C. Loftin 

President & CEO 
Secretary & Treasurer 



BIXCO, INC. 

DIRECTORS 

Jack E. Davis 
William J. Post 

OFFICERS 

William J. Post President 
J a c k  E. Davis Vice President 
N a n c y  C. Loftin Secretary & Treasurer 



i 
i 

PWENEWCO, INC. 

DIRECTORS 

James M. Levine 

OF F1 C E RS 

James M. Levine President 
Donald E. Brandt Vice President 
Nancy C. Loftin Secretary and Treasurer 



APS FOUNDATION, INC. 

DIRECTORS 

Jack E. Davis 
Armando B. Flores 

Nancy C. Loftin 
James M. Levine 
William J. Post 

0 F F I C ERS 

Jack E. Davis Vice President 
Armando B. Flores Vice President 
James M. Levine Vice President 
Nancy C. Loftin 
William J. Post President 

Secretary & Treasurer 



El Dorado Investment Company 

DIRECTORS 

Michael L. Gallagher 
Roy A. Herberger, Jr. 

Willjam J. Post 

OFFICERS 

William J. Post 

Nancy C. Loftin 
Donald E. Brandt 

Chairman of the Board, President & 
Chief Executive Officer 

Secretary & Assistant Treasurer 
Treasurer & Assistant Secretary 



Acoustic Locating Services, LLC 

Board of Managers 

John Finn 
Steve Sum me mille 

ll/lOf05 



Underground Imaging Technologies, LLC 

Board of Managers 

John Finn 
Steve Summetville 

Doug Hunt 
Kevin Alft 



! . 

SunCor Development Company 

DIR ECTORS 

Steven A. Betts 
Duane S. Black 
Donald E. Brandt 
Jay T. Ellingson 
Steven Gervais 
Margaret E. Kirch 
Nancy C. Loftin 
Thomas A. Patrick 
William J. Post 

Steven A. Betts 
Michael L. Gallag her 

Pamela Grant 
Humberto S. Lopez 

William J. Post 

OFFICERS 

President & Chief Executive Officer 
Executive Vice President & Chief Operating Oficer 
Treasurer & Assistant Secretary 
Vice President Development-Palm Valley 
Vice President 
Vice President Commercial Development 
Secretary & Assistant Treasurer 
Vice President Golf Operations 
Chairman of the Board 

‘I 1-10-2005 



APS Energy Services Company, Inc. 

Dl RECTORS 

Donald E. Brandt 
Warren C. Kotzmann 

William J. Post 
Vicki G. Sandler 

William L. Stewart 

OFFICERS 

Barbara M. Gomez Treasurer 
Nancy C. Loftin Secretary 
William J. Post 
Vicki G. Sandler President 

Chairman of t h e  Board 

1 1-1 0-2005 



APEX Power, LLC 

D1 RECTORS 

Robert Radomski 
James Lodge 

Darrel Stockwell 
Johnathon Bruser 

David Getts 

0 F FIC ERS 

Vicki Sandier Member 
James 6. Rutland Member 



CREST Power, LLC 

Newly formed - no current officers 



Northwind Phoenix, LLC 

Board of Managers 

Vicki Sandler  
Donald Brandt 

0 F F1C E RS 

Jim Lodge Vice President & General Manager  

11/1 O / C 5  



' Tucson Disctrict Energy, LLC 

OF FlCERS 

Jim Lodge Vice President & General Manager 



Pinnacle West Energy Corporation 

DIRECTORS 

Edward N. Basha, Jr. Humberto S. Lopez 
Michael L. Gallagher Kathryn L. Munro 
Pamela Grant Bruce J. Nordstrom 
Roy A. Herberger, Jr. William J. Post 
Martha 0. Hesse William L. Stewart 
William S. Jamieson, Jr. 

OFFICERS 

Donald E. Brandt Chief Financial Officer 
Barbara M. Gomez Treasurer 
Warren C. Kotzmann Vice President, Business & Corporate Services 
James M. Levine 
Nancy C. Loftin 
William J. Post 

President & Chief Executive Officer 
Secretary 
Chairman of the Board 



GenWest, LLC 

0 FFICE RS 

James M. Levine President 
Warren C. Kotzmann Vice President 
Nancy C. Loftin Secretary 
Barbara M. Gomez Treasurer 



APAGS Holdings, LLC 

No officers or directors 

1111 0!05 



APSES oldings, lnc. 
a Delaware corporation 

D1 RECTORS 

Warren C. Kotzmann 
William J. Post 

OFF1 C ERS 

Barbara M. Gomez 
Nancy C. Loftin 
William J. Post 
Vicki G. Sandler 

Treasurer 
Secretary 
Chairman of the Board 
President 

1 1-1 0-2005 



Arizona Public Service Company’s Response to 
Arizona Corporation Commission Administrative Law Judge 

Request for Information Dated 11/09/05 
Docket NOS. E-00000A-02-005 1 & E-00000A-0 1-0630 

5. Provide any other information showing the reIationship between APS and its 
a fiiliates. 

APS Response: 

Other than as indicated by the organizational chart provided in response to Question 1, 
the only “relationship” between APS and its affiliates is whatever business they transact 
with each other. Pursuant to Commission Rule 805, APS files an annual Miliate Interest 
Report. Exhibit 6 to that report lists the transactions between APS and its affiliates 
during 2004. (Attached is a copy of Exhibit 6 to the 2004 APS ,4€€iliate Interest Report.) 
Please note that Nuclear Assurance Corp. has since been sold and is no longer an 
affiliate 



X. In accordance with R14-2-805 A8, provide me dollar amount transferred between the 
utility and each affiliate during the annual period, and the purpose o! each transfer. 

1 Name of affiliate APS Energy Services 

2. Amount and purpose of each transfer from utilii to affiliate: 
There were no transactions from the utllty to APS Energy Services during 2004 

3. Amount and purpose of each transfer from affiliatc to ut i l i .  

Column I Column 2 

Year 2004 Amount FN 
$150,408,827 

17,933,618 

$1,234,137 
$269,980 
$210,430 
$26208,332 
$1 73,460 
$1 12.376 

Column 3 

Purpose 
Purchase power for APSES California cusiomers 
Energy usage by APSES energy management customers 
for which APSES is actw as billing agent 
Shared services 
Scheduling Fees 
Other 
Rent, utilities, and insurance 
Energy risk managemeni 
Contract Labor 

Column 4 
Transfer 
From 

142 

1116 
146 
146 
146 

142, 146 
146 
146 

Column 5 
Transfer 
To 

131 

131 
131 
131 
131 
131 
131 
131 

4. Definitions of accounts from sections 2 and 3: 

131 = Cash 
142 = Customer accounts receivable 
146 = Accounts receivable from associated companies 



X. In accordance with R14-2-805 A.8, provide the dollar amount transferred between the 
utility and each affiliate during the annual period, and the purpose of each transfer. 

1, Name of affiliate: APS Foundation 

2. Amount and purpose of each transfer from ulility to affiliate: 
There were no transactions from the utility to APS Foundation during 2004 

3. Amount and purpose of each transfer from affiliate to utility. 
There were no transactions from APS Foundation to the utility during 2004 



X. in accordance with R14-2-805 A.8, provide the dollar amount transferred between the 
utility and each affiliate during the annual period, and the purpose of each transfer. 

1. Name of affiliate: Nuclear Assurance Corporation, International 

2. Amount and purpose of each transfer from Alii to affiliate: 

Column 1 Column 2 Column 3 Column 4 Column 5 

Year 2004 Amount FN Purpose From To 
Transfer Transfer 

$ 9,435,460 (a) Payments for dry cask storage project 131 518 

(a) Amount shown is for entire Palo Verde Project for which APS is the operating agent. APS share of 
payments was $2,736,283. The remainder was paid by the other Palo Verde Participants. Amount shown 
reflects activity through November 17,2004 the sale date of NAC. 

3. Amount and purpose of each Bansfer from affiliate to LIuIw. 
There were no transactions from Nuclear Assurance Corporation, International to APS during 2004 

4. Definition of accounts from sections 2 and 3: 

131 = Cash 
51 8 = Nuclear fuel expense 



X. in accordance with R$4-2-805 AB, provide the dollar amount lransfened between the 
utility and each affiliate during the annual period, and the purpose of each transfer. 

1 Name of affiliate. Pinnacle West Capital Corporation 

2. Amount and purpose of each transfer from ulility to affiliate 

Column1 Column2 Column 3 Column 4 
Transfer 

Year 2004 Amount FN Purpose From 

$170,DJO,MM Common stodc divrdends 131 
$144,275,972 APS share of withholding and pawl taxes 131 
$75,331,101 APS share of employee benefits (excluding pension and 131 

other postretirement benefis) 
$69,904,500 APS Share of estimated income taxes 131 

~59,054,063 APS share of pension and other post retirement benefis 131 
contributions 

$34,192,590 APS share of savings plan payroll deductions 131 
$1 3,497,751 Intercompany purchases and sales of Power and Natural gas 131 
$5,609,592 APS share of corporate gwernance allocaticm 131 
$2,896,128 APS share of shared sewices 131 

$46.387 Other 131 

3. Amount and purpose of each transfer from affiliate to utility 

Coiumn 1 Column 2 Column 5 Column 4 
Transfer 

Year 2004 Amount FN Purpose From 

513,306,308 Transmission service 
$1 21,529 Shared services 

4. Definition of accounts from sediws 2 and 3: 

131 = Cash 
146 = Accounts receivable from associated companies 
186= Deferred Debit 
234 = Accaunts payable to associated companies 
236 = Taxes Accured 
253= Defend Crediis 
4 8 =  DivMend Declared 

146 
146 

Coiumn 5 
Transfer 
To 

436 
234 
234 

236 
234.253 

234 
234 
234 
234 
186 

Column 5 
Transfer 

To 

131 
131 



X. In accordance with R14-2-805 A8, provide the dollar amount transferred between the 
utility and each affiliate during the annual period, and the purpose of each transfer. 

1. Name of affiliate. Pinnacle West Energy 

2. Amount and purpwe of each transfer from utility to affiliate 

Column 1 Column 2 Column 3 Column 4 Column 5 

Year 2004 Amount FN Purpose From To 
Transfer Transfer 

$73P915'9 Intercompany purchase of power , including amounts 131 234 
for trading purposes 

$8,130,406 Partjal refund of collateral on Track "8" Contract 131 234 

3. Amount and purpose of each transfer frm affiliate to ut i i i i  

Column 1 Column 2 Column 3 Column 4 Column 5 

Year 2004 AmwntFN Purpose From To 
Transfer Transfer 

$31,950,000 Interest on $ W M  loan wrth APS 237 131 
$8,917,2oB Shared services 146 131 
$1,795,843 Energy services 142 131 
$1,371,275 (a) Redhawk water treatment, usage, and reserve fees 146 131 

(a) Amount shown is for enbre Palo Verde Project for which APS is the operating agent. APS share of payments was 
$397,670. 

-1 Definition of accounts from sections 2 and 3: 



X. In accordance with R14-2-805 A.8, provide the dollar amount transferred between the 
utility and each affiliate during the annual period, and the purpose of each transfer. 

1. Name of affiiiate: SunCor Development 

2. Amount and purpose of each transfer from utility to affiliate: 
There were no transfers from the utility to Suncor. 

3. Amount and purpose of each transfer from affiliate to utility. 

Column I Column 2 Column 3 

Year 2004 Amount FN Purpose 

$1,100,375 Fees for tariffed 
ut i l i  setvices 

Column 4 Column 5 
Transfer Transfer 
From To 

142 131 

4. Definition of accounts from sections 2 and 3: 
131 = Cash 
142= Customer Accounts Receivable 



Arizona Public Service Company’s Response to 
Arizona Corporation Commission Administrative Law Judge 

Request for Information Dated 11/09/05 
Docket NOS. E-00000A-02-005 1 & E-00000A-01-0630 

6. List any waivers of affiliate interest rules for APS and its Afiliates 

APS Response: 

Although not technically a “waiver,” in Decision No. 58063 (Nov. 3, 1992), the 
Commission partially lifted a stay of the affiliate interest rules first granted in Decision 
No. 56890. As a result, the affiliate rules are applicable only in the circumstances set 
forth in Decision No. 58063 (copy attached). 

In Decision No. 61973 the Commission granted partial waivers of the affiliate rules to 
AF’S and Pinnacle West (see Exhibit D to Decision No. 61973)(0ct. 6, 1999) (copy 
attached). 

In Decision No. 65434 (Dec. 3, 2002), A P S  received a one-time transaction specific 
waiver of Rule 804(B)( 1) and (2) to lend money to or guarantee specific obligations of 
Pinnacle West Capital, 
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Commissioner 
D A L E  H. M O R W  

IN T9E MATTER OF THE! NOTICE OF 1 DOCKET NO. a-aooo-~9-x94 
PROPOSED ADOPTION OF RULES TO ) 
PXOVIDE FOR REGULATION OF PUBLIC ) ORDER 
UTILITY COMPA9i;lIES WITH ONREGUiiTED ) 
AFFILIATES. 1 DECISION NO. *rfLF 6 3  

1 

Open Meeting 
October 28,  1992 
Phoenix,  Arizona 

FINDIUGS OF FACT 

1. On March 14, 1990, the Commission issued Decision 

No. 56844, w h i c h  adopted rules to oversee the affiliated interests 

of public service corporations, A.A.C, R14-2-801 through -806 ("the 

rules") - A copy of t h e  rulas is attached as A t t z c - b e n t  A. In t h a t  

Decision, t h e  Commission s t a t e d  that t h e  rules would become 

effective upon c e r t i f i c a t i o n  by the Attorney General's office or 

upon t h e  expiration of ninety {SO) days after submission of t h e  

rules to the Attorney General's office. 

2. On April 3, 1990, Applications for Rehearing of Decision 

No, 5 6 8 4 4  w e r e  filed by several participants t o  t h a t  proceeding. 

In addition, the Attorney Genera l  filed an Application f a r  

Rehearing and Request for Stay of Decision No. 56844 ,  

3 .  On A p r i l  2 6 ,  1990, t h e  Conrmission issued Decis ion  

No. 56890, granting a stay a€ Decision No .  56844, because the 

Commission anticipated litigation aver the rules. 

. * .  
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DOC-ST NO- R-0000-89-194 

4 .  On May 4 ,  1990 , the Attorney General brought suit against 

the Commission in Superidr Court in order to dispute the 

Commission’s contention that Attorney General  certification of 

Commission ratemaking rules w a s  unconstitutional. Several 

interested utilities intervened. 

5 .  On September 25, 1990, the Superior Court determined that 

Attorney General certification of Commission ratemaking rules is 

constitutional. 

6. On November 8 ,  1990, the Commission f i l e d  a Notice of 

Appeal with the C o u r t  of Appeals, contesting the Superior Court ’s  

judgment. 

7 .  While that appeal was pending, the Cornmission forwaded 

the rules to the Attorney General’s office for certification. 

8 .  On January 22, 1991, the Attorney General informed the 

Commission that he would not cer t i fy  the rules. 

9. On’ February 26, 1991, the Commission brought a special 

action in the Arizona Supreme C o u r t ,  asking the Court to order the 

Attorney General to certify the rules. 

10. On June 23, 1992, the Supreme Court issued a mandate 

dkecthg the Attorney General to certify the rules, 

11. On July 3 0 ,  1992, the Attorney General certified the 

rules. 

12. Since then, the Staff has held meetings with all affected 

Arizona public service corporations to ascerkain their concerns and 

questions regarding the rules and to provide feedback. 

13- Now that the rules have been certified, the rationale 

supporting the stay ordered in Decision No, 5 6 8 9 0  no longer 

applies. 

2 
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14. The stay ordered i n  Decis ion N o .  56890 should  be lifted, 

except as provided below, i n  s tepped phases t o  a l l o w  both the 

a f f e c t e d  p u b l i c  service c o r p o r a t i o n s  and t h e  C a d s s i o n  s u f f i c i e n t  

n o t i c e  and t h e  t o  prepare  f o r  t h e  implementation of the rules. 

Gradual l i f t i n g  of t h e  stay will also provide t h e  Commission 

a d d i t i o n a l  experience under t h e  most c r i t i c a l  components of t h e  

rules prior t o  full implementation. 

15. The stay ordered i n  Decision No. 5 6 8 9 0  shoa ld  be lifted 

for A.A.C. R14-2-801, -802, -005 and -806. 

16.  The stay ordered i n  Decision N o ,  56890  should  be l i f t e d  

for A.A.C. R14-2-803, except that for t hose  s i t u a t i o n s  which 

require  prior n o t i f i c a t i o n  pursuant  t o  A.A.C. R14-2-803 .A, t h e  s tay 

should  be lifted only f o r  those situations w h e r e  (1) a p u b l i c  

u t i l i t y  holding company is organized; ( 2 )  a public u t i l i t y  holding 

company acqu i re s  an i n i t i a l  f i n a n c i a l  i n t e r e s t  i n  an a f f i l i a t e  or 

u t i l i t y ;  ( 3 )  a public u t i l i t y  ho ld ing  coinpany is reorganized i n  

such a way as to cause changes in t h e  skructnre of t h e  bus iness  

o rgan iza t ion ;  ( 4 )  the tax s t r u c t u r e  of a p u b l i c  u t i l i t y  holding 

company i s  changed; (5) the lines of a u t h o r i t y  o r  r e l a t ionsh ips  

between a f f i l i a t e s  and a u t i l i t y  aze changed; o r  (6) a pub l i c  

u t i l i t y  holding company either increases or decreases its financial 

i n t e r e s t  i n  an a f f i l i a t e  or  utility i n  an amount in excess of the 

fo l lowing  exempt amounts ' I ,  which wary depending on t h e  public 

utility holding company's and any affiliate's pre-existing utility 

assets i n  all j u r i s d i c t i o n s  inc lud ing  Arizona: 
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EXEXPT AMOUNT TOT-- UTILITY ASSETS 

A. $0 - $1 Billion $ 5  Million 

B. Over $I Billion to 
$ 3  Billion $25 Million 

C, Over $3 Billion to 
$6 Billion $50 Million 

$10 B i l l i o n  $100 Million 

E. Over $10 Billion $150 Million 

D. Over $6 Billion to 

The "exemnt amounts" are to be measured on a cumulative bas i s  over 

the calendar year in which the transactions will be made. 

17. The stay ordered in Decision No. 5 6 8 9 0  should be lifted 

f o r  A.A.C.  R14-2-804, with the following exceptions: 

a. for those transactions which requi re  prior approval 

by the Commission pursuant to A.A.C. R14-2-804 .B. l., the stay 

should be lifted only f o r  transactions whereby a utility (1) 

obtains its initial financial interest in an affiliate not 

regulated by the Commission; ( 2 )  guarantees or assumes the 

liabilities of such affiliate; or ( 3 )  either increases or 

decreases its financial interest in such an affiliate in an 

amount in excess of the following "exemgt amounts", which vary 

depending on the utility's pre-existing utility assets in all 

jurisdictions including Arizonii: 

- . .  
0 . .  

- . .  
. . *  

. - -  
- . .  
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TOTAL UTILITY ASSETS ESEMFT AEn-OUN'T 

A. $0 - $1 B i l l i o n  $5  Million 

-8 9 - 19 4 

B. Over $1 Billion to 
$ 3  B i l l i o n  

C.  Over $ 3  Billion t o  
$ 6  B i l l i o n  

$25 M i l l i o ~  

$50 Hillion 

D. Over $ 6  B i l l i o n  t o  
$ 1 0  Billion $100 K i l l i o n  

E. Over $10 B i l l i o n  $150 Ki l l ion  

The "exemnt amounts" are to be measured on a cumulative bas i s  

over the calendar  Y e a r  i n  w h i c h  t h e  t r a n s a c t i o n s  will be made. 

b. f o r  those transactions which require prior approval 

by t h e  Commission pursuant to A.A.C. R14-2-804.3.2., the stay 

should be l i f t e d  on ly  for t r a n s a c t i o n s  between a utility and 

any a f f i l i a t e  not regulated by the Commission for w h i c h  any 

bonds, notes o r  other evidences of indebtedness are issued by 

t h e  a f f i l i a t e  t o  the u t f l i t y .  

18. For any pub l i c  service co rpora t ion  t h a t  has o r  will have 

app l i ed  for a waiver under A.A.C. R14-2-806 pr io r  to the  effective 

date t h a t  the stay ordered in Decision No.  56890 is l i f t e d  as to 

t h a t  public service corporation, the t h i r t y  days provided €or in 

A.A.C- R14-2-806.C. should begin to run upon the e f f e c t i v e  date 

that the stay ordered i n  Decision N o ,  56890 is l i f t e d  a5 to that 

p u b l i c  service corporation. 

19. Except as provided herein, the stay ordered in Decision 

N o .  5 6 8 9 0  should be l i f t e d ,  and t h e  rules adopted by Decision N o -  

56844 become effective, in t h e  f o l l o w k g  sequence: 
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Public Service Cornora t ion  Effective Date 

Arizona Public Service C o m p a n y  D e c e m b e r  I, 1992 

Southwest Gas Corporation D e c e m b e r  1, 1992 

Tucson Electric Power Company December 1, 1992 

D S WEST C o m m u n i c a t i o n s ,  Inc. December 1, 1992 

Arizona Water Company January 15, 1993 

C i t i z e n s  U t i l i t i e s  company January 15 ,. 1993 
C i t i z e n s  U t i l i t i e s  Rural C o m p a n y ,  Inc. January 15, 1993 

Sun C i t y  Water C o m p a n y  January 15, 1993 

All o ther  Class A public service 
corporations as defined in A.A.C. 
R14-2-103 March 1, 1993 

CONCLUSIONS OF L A W  

The Commission has jurisdiction over this m a t t e r  and has 

the  authori ty  to issue this order.  

ORDER 

THEREFORE I T  I S  ORDERED t h a t  t h e  s tay  ordered in Decis ion  No, 

56890 s h a l l  be l i f ted for A.A.C. R14-2-8Q1, -802, -805 and -805;. 

IT IS FURTHER ORRERED that t he  s tay  ordered h Decision N o ,  

56890 s h a l l  be l i f t e d  f o r  A.A.C. R14-2-803, except that for those 

situations w h i c h  require prior no t i f  i c a t i o e  pursuant to A,A.C. R14- 

2-803.A., t h e  stay s h a l l  be l i f t ed  only far those situations where 

(I) a public a t i i i t y  holding company is organized; ( 2 1  a publ ic  

u t i l i t y  holding company acquizes an  i n i t i a l  financial interest in 

an a f f i l i a t e  o r  u t i l i t y ;  (3) a public u t i l i t y  holding -company is 

reorganized i n  such a way as t o  cause changes h t h e  structure o f  

t h e  business organization; ( 4 )  t h e  tax structure af a public 

u t i l i t y  holding company is Ghmged; (5) t h e  lines of a u t h o r i t y  o r  

r e l a t i o n s h i p s  between a f f i l i a t e s  and a utility are changed; or (6) 
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a public utility holding company either increases or decreases its 

financial interest in an affiliate o r  utility in an amount in 

excess of the following ”exeapt amounts“,  which vary depending on 

the public utility holding company’s and any affiliate’s pre- 

existing utility assets in all jurisdictions including Arizona: 

TOTAL UTILITY ASSETS EXE*%T kYQUP1T 

A. $0 - $1 Billion $5 Million 

B. Over $1 B i l l i o n  to 
$ 3  Sillion 

C. Over $3 Billion to 
$6 Billion 

D. Over $6 Billion to 
$10 Billion 

$25  Million 

$SO Million 

$100 Million 

E. Over $10 Billion $150 LYillion 

The  “exenut amounts” are to be measured on a cumulative basis over 

the calendar Y e a r  in which t h e  transactions will be made. 

. IT IS FURTIZR ORDEXZD that the stay ordered i2 Sec i s ion  No. 

56890 shall be lifted f o r  A.A.C. R14-2-804, with the fo l lowing  

exceptions : 

a. for those transactions which require p r i o r  apgroval 

by the Commission p u r s u a n t  to A.A.C. R14-2-804.B. I., the stay 

s h a l l  be l i f t e d  only for transactions whereby a utility (1) 

obtains its initial financial interest in an affiliate not 

regulated by the Commissian; ( 2 )  guarantees or assumes the 

l i a b i l i t i e s  of such a f f i l i a t e ;  o r  ( 3 )  either Fncreases or 

decreases its financial interest in such an affiliate i n  an 

amount in excess of t h e  following “exempt amounts”, w h i c h  vary 

depending on the utility‘s pre-existing u t i l i t y  assets in a l l  

jurisdictions including Arizona: 
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TOTAL uTrLITy ASSETS 

A .  $ 0  - $1 B i l l i o n  

B. Over $1 B i l l i o n  t o  
$3 B i l l i o n  

C. Over $3 B i l l i o n  t o  
$6 B i l l i o n  

DOCXET NO. R-0000-89-194 

EXEMF'T AMOUNT 

$5 M i l l i o n  

$25 Mil l ion  

$50 Mi l l i on  

D. O v e r  $ 6  B i l l i o n  t o  
$10 B i l l i o n  $100 Hi l l ion  

E. Over $10 B i l l i o n  $150 M i l l i o n  

The "exemnt amounts" are t o  be measured on a cumulative b a s i s  

o v e r  the ca lendar  vear i n  w h i c h  the t r a n s a c t i o n s  will be made. 

f o r  t h o s e  t r a n s a c t i o n s  which r e q u i r e  p r io r  approval 

by t h e  Commission pursuant  t o  A.A.C. R14-2-804.Bm2., t h e  s t a y  

shall be l i f t e d  on ly  €o r  t r a n s a c t i o n s  between a u t i l i t y  and 

any a f f i l i a t e  n o t  r egu la t ed  by the Commission f o r  which any 

bonds, notes  o r  o t h e r  evidences o f  i ndeb tedness  are i s sued  by 

t h e  a f f i l i a t e  t o  t h e  u t i l i t y .  

I T  IS FURTHER ORDERED that except as provided h e r e i n  t h e  s t a y  

issued i n  Decision N o .  56890 s h a l l  b e  and is hereby l i f t e d ,  and t h e  

b. 

rules adopted i n  Decis ion N o .  56844  s h a l l  become e f f e c t i v e ,  i n  t h e  

following sequence: 

. . .. 

. . *  

. " .  

. . .  

I . .  

. - .  

. * .  
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DOCKET NO .. R-0000-89-194 

Publ ic  S e r v i c e  Cornorat ion Effective Date 

W i z a n a  p u b l i c  Service Company December 1, 1992 

Southwest G a s  Corporation December 1, 1992 

Tucson Electric Power  Company D e c e m b e r  1, 1992 

u S WEST Communications, Inc. December I, 1992 

Arizona Water Company January 15,  1993 

C i t i z e n s  Utilities Company January 15, 1993 

C i t i z e n s  Utilities Rural Company, Inca January 15, 1993 

Sun City Water Company January 15, 1993 

All o the r  Class A public s e r v i c e  
corporations as def ined  i n  A.A.C. 
R14-2-103 March 1, 1993 

IT IS FURTHER ORDERED that t h i s  decision shall become . 
e f fec t ive  immediately. 
;7 .- 

IN WITNESS THEREOF, I JAMES MATTBEWS, 
Executive Secretary o f  t h e  Arizona 
Corporation C o d s s i o n ,  have hereunto 
set my hand and caused the official 
seal of  tkis C o d s s i o n  t o  be a f f i x e d  

1992. 

DISSENT 

__ a nm-TcTnu rrn 
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314-2-801. D e f i n i t i o n s  

In this article, u n l e s s  the context athemise requi tes :  

1. 

2 .  

3 .  

4 .  

5 .  

6. 

7. 

8 .  

" A f f i l i a t e "  , w i t h  r e spec t  t o  t h e  public u t i l i t y ,  shall mean 

any o t h e r  entity d i r e c t l y  ,or indirectly c o n t r o l l i n g  o r  

controlled by, o r  unde r  direct o r  i n d i r e c t  common con t ro l  w i t h ,  

t h e - p u b l i c  utility. F o r  pur2oses of t h i s  definition, the tern 

'tcontrol" ( inc lud ing  the c o r r e l a t i v e  meanings of the terms 

"controlled by" and "under  common c o n t r o l  w i t h r 1 ) ,  as used w i t h  

respect t o  any e n t i t y ,  s h a l l  mean t h e  power t o  d i r e c t  t h e  

managernent policies . of -such entity, whether through t h e  

ownersh ip  of voting securities, or by c o n t r z c t ,  o r  otherwise.  

tlComnission. The Arizona Corpora t ion  Commission. 

. " E n t i t y .  A c o r p o r a t i o n ,  partnership, l i m i t e d  partnership, 

j o i n t  venture, t r u s t ,  e s t a t e ,  or natural person. 

"Holding Company" or Inpublic U t i l i t y  Holding Colr.peny. It  Any 

affiliate that controls a p u b l i c ' u t i l i t y .  

"Reorganize" ' o r  I1Reorganirat ion.  The acquisition o r  

d i v e s t i t u r e  of a .  f i n a n c i a l  i n t e r e s t  i n  an  a f f i l i a t e  or a 

. . -  

u t i l i t y ,  o r  r e c o n f i g u r a t i o n  of an  e x i s t i n g  affiliate o r  

utility's position in t h e  corporate s t r u c t u r e  or t h e  merger or 
-. . 

conso l ida t ion '  o f  an affiliate or a utility. 

"Subsidiary. Any a f f i l i a t e  controlled by a u t i l i t y .  

"System of Accounts. l' The accounting system o r  systems 

prescribed for utilities by the Commission. 

" U t i l i t y i 1  or "Public v ' t i l i t y - t t  Any Class A investor-owned . 

public s e n i c e  corpora t ion  subjec t  to the j u r i s d i c t i o n  of t h e  

Arizona Corporation commission. 

f - - -  . - -  - . -  .~ - .  

. . .. -. . _  - _ -  - -  - . - ._ 
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R1C-2-802. XpDlicability 

A. 

B .  

These rule5 a re  a p p l i c a b l e  to all C l a s s  A investor-owned 

u t i l i t i e s  unde r  t h e  j u r i s d i c t i o n  of t h e  Commission and are  

a p p l i c a b l e  t o  a l l  t r a n s a c t i o n s  entered i n t o  a f t e r  t h e  e f f e c t i v e  

date of t h e s e  rules. 

I n f o m a t i o n  f u r n i s h e d  t o  the  Commission i n  compliance wi th  

t h e s e  ru l e s  w i l l  n o t  be open to public i n s p e c t i o n ,  or made 

p u b l i c ,  e x c e p t  on o rde r  of t h e  Commission, or by t h e  

c o n n i s s i o n ,  o r  a c o a m i s s i o n e r  i n  t h e  course cf a hearing o r  

proceeding. 

Rl4-2-803. Organization of Public Utilitv RdLdinq ConPanies 

A. Any u t i l i t y  or a f f i l i a t e  i n t e n d i n g  to o r g a n i z e  a p u b l i c  utility 

h o l d i n g  cozipany or .  r e o q a n i z e  an  e x i s t i n g  p u b l i c  u t i l i t y  

h o l d i n g  company w i l l  n o t i f y  t h e  Conmission's U t i l i t i e s  D i v i s i o n  

i n  w r i t i n g  a t  least one hundred. anc? t w e n t y  ( 1 2 0 )  C+ys p r i o r  

thereto. The n o t i c e  of i n t e n t  w i l l  i n c l u d e  the f o l l o w i n g  

infornation : 

1. The names and business addresses  oE t h e  proposed o f f i c e r s  

and directors of the h o l d i n g  company; 

2 -  The b u s i n e s s  pur2oses f o r  establishing o r  r e o r g a n i z i n g  

t h e  h o l d i n g  cocpany; 

3 -  The proposed nethsd af financing t h e  h o l d i n g  company and 

the r e s u l t a n t  c a p i t a l  structure; 

4 .  The r e s u l t a n t  effect on the  c a p i t a l  s t r u c t u r e  of the - .  - -  - . .  - .  

public u t i l i t y ;  - - -  . .  - -  - - - _  
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11. 

An, o r g a n i z a t i o n  c h a r t  of t h e  h o l d i n g  cospany t h a t  

i d e n t i f i e s  all a f f i l i a t e s  and their r e l a t i o n s h i p s  w i t h i n  

the h o l d i n g  company; 

The p r o p o s e d  method for a l l o c a t i n g  f e d e r a l  a n d ‘ s t a t e  

income t a x e s  to t h e  s u b s i d i a r i e s  o f  the h o l d i n g  company; 

The a n t i c i p a t e d  c h a n g e s  i n  t h e  u t i l i t y ’ s  c o s t  o f  service 

and the cast  of  c a p i t a l  a t t r i b u t a b l e  t o  t h e  

r e o r g a n i z a t i o n ;  

A d e s c r i p t i o n  o f  d i v e r s i f i c a t i o n  p l a n s  of  a f f i l i a t e s  o f  

t h e  h o l d i n g  company; and 

Co2ies  o f  a l l  r e l e v a n t  documents  and f i l i n g s  with t h e  

Un i t ed  S t a t e s  S e c u r i t i e s  anci Exchange C o n n i s s i o n  2nd o t h e r  

f e d e r a l  o r  s t a t 2  a g e n c i e s .  

The c o n t e m p l a t e d  z n n u a l  and c u a u l a t i v e  F n v e s t a e n t  i n  each  

a f f i l i a t e  for t h e  next  f i v e  years, i n  dollars and a s  a 

p e r c e n t a g e  of  p r o j e c t e c l  n e t  n t i l i t y  p l z n t ,  znd zn  

e x 2 l a n a t i o n  of t h e  r e a s o n s  s u p p o r t i n g  t h e  l e v e l  of 

i n v e s t m e n t  2nd  t h e  r e a s o n s  this level w i l l  n o t  i n c r e a s e  

t h e  r i s k s  of i n v e s t n e n t  in the p u b l i c  u t i l i t y .  

An e x p l z n a t i o n  of t h e  manner i n  which t h e  u t i l i t y  c a n  

’ a s s u r e  t h a t  a d e q u a t e  c a p i t a l  w i i l  be  a v a i l a b l e  for’  the’ 

c o n s t r u c t i o n  of n e c e s s a r y  new u t i l i t y  plank and for 

improvements  i n  e x i s t i n g  u t i l i t y  p l a n t  a t  no greater cost 

t h + n . i f  the u t i l i t y  o r  its a f f i l i a t e  d i d  not organize or  

r e o r g z n i z e  a public u t i l i t y  h o l d i n g  company. - -  

B.  The Commission Staff w i l l ,  w i t h i n  thirty (30) days  a f t e r  

. r e c e i p t . o f  t h e  n o t i c e  of i n t e n t ,  n o t i f y  t h e  -Appl icant  of zny 

questions which it  has concerning t h e  n o t i c e  or suppory ing  



c- - 
1 

2 

3 
4 

5 

6 

7 

E 

s 
LC 

11 

I2 
- .  1: 

l.4 

1: 

1E 

.. 2 c 

21 

2: 

22 

25 

27 

2E 
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infornation. The cornmission will, within sixty (60) days from 

the receipt of the notice of intent, determine whether to h o l d  

a hearing on the matter o r  approve the organization- or 

reorganization without a hearing. 

At the conclusion of any hearing on the organization or 

reorganization of a utility holding company, the commission 

may reject the proposal if it determines that it would impair 

the financial status of the public utility, otherwise prevent 

it from attracting-capital at f a i r  and reasonable t e r n s ,  or 

impair the a b i l i t y  of the p u b l i c  ueility t o  provide  safe, 

reasonable and adequate service-. 

314-2-304. Comnission Review of Transactions Between Public 

Utilities and Kffiliates 

?. . 

B. 

A utility w i 1 3  not transact business w i t h  an affiliate unless 

the affiliate agrees to provide the Comnission access to t h e  

book> -and records of the effiliate to the degree required to 

fully audit, examine or othemise investigate transactions 

. .  

, between the public utility and t h e  affiliate, In cannection 

therewith, the Commission may r e q u i r e  production of books, 

records, accounts, memoranda and- other documents. related to 

these transactions. 

A utility will. not consunmate the following transactions 

without prior approval by the Commission: 

I. .. o b t a i n  a financial interest in any affiliate not regulated 

by the C o m i s s 5 b n ,  or guzrantee, or assbe t h e  liabilities 

of such affiliete; . .. - - _  -~ 

5 
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2 .  Lend t o  any affiliate n o t  regulated by t h e  Conmission, 

w i t h  t h e  e x c e p t i o n  of s h o r t - t e r m  l o a n s  f o r  a p e r i o d  less 

t h a n  12 ( t w e l v e )  months i n  a n  amount less t h a n  $ioo,ooo; 

o r  

3 .  U s e  u t i l i t y  f u n d s  t o  f o m  a s u b s i d i a r y  o r  d i v e s t  itself 

of any e s t a b l i s h e d  s u b s i d i a r y .  

The C o m i s s i o n  w i l l  r e v i e w  t h e  t r a n s a c t i o n s  set f o r t h  in 

s u b s e c t i o n  E above to d e t e r n i n e  if t h e  t r a n s a c t i o n s  would 

i n p a i r  t h e  f i n a n c i a l  s t a t u s  of  t h e  p u b l i c  u t i l i t y ,  o t h e r J i s e  

p r e v e n t  it f rom a t t r a c t i n g  c a p i t a l  a t  f a i r  and r e a s o n a b l e  

t e n s ,  o r  i m p a i r  t h e  a b i l i t y  of t h e  public u t i l i t y  t o  p r o v i d e  

safe ,  r e a s o n a b l e  and a d e q u a t e  service. 

-very t r a n s a c t i o n  i n  v i o l a t i o n  of s u b s e c t i o n  A o r  a above is - 
v o i d ,  a n d  the t r a n s a c t i o n  shall n o t  be made o n  t h e  books of any 

public senice c o r p c r a t i o n .  

The systern af  a c c o u n t s  used by t h e  public u t i l i t y  w i l l  i n c l u d e  

t h e  n e c e s s a r y  a c c o u n t i n g  r e c o r d s  needed  t o  r e c o r d  and compile 

t r a n s a c t i o n s  w i t h  each  a f f i l i a t e -  

R14-2-805. Xnnunl F i l i n u X e q u i r e m e n t s  o f  D i v e r s i f i c a t i o n  A c t i v i t i e s  

and P l a n s  
.. 

A. On o r  before April 1 5 t h  of each c a l e n d a r  year, a l l  p u b l i c  

utilities m e e t i n g  zhe r e q u i r e m e n t s  of Rl4-2-602 and public 

utility, holding companies w i l l  provide t h e  Connission w i t h  a 

d e s c r i p t i o n  of d i v e r s i f i c a t i o n  plans for t h e  c u r r e n t  c z l e n d a r  

year that h a v e  been approved by the Boards of D i r e c t o r s .  As 

‘ p a r t  of these f i l i n g s ,  each public. u t i l i t y  meet ing  the 

.. . . .  - -  - - .  
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requirements  of R14-2-802 W i l l  p rov ide  t h e  Coxmission t h e  

fo l lowing  inf orrqat ion : 

1. 

3 .  

4 .  

5 -  

6. 

7, 

The name, home o f f i c e  location and d e s c r i p t i o n  of t h e  

p u b l i c  u t i l i t y ' s  a f f i l i a t e s  w i th  whom t r a n s a c t i o n s  occur ,  

t h e i r  r e l a t i o n s h i p  to e a c h  o t h e r  and the  p u b l i c  utility, 

and t h e  g e n e r a l  n a t u r e  of t h e i r  business; 

A b r i e f  description of t h e  b u s i n e s s  activities conducted 

by t h e  u t i l i t y ' s  a f f i l i a t e s  with whan t r a n s a c c i o n s  

occurred du r ing  the prior year, i n c l u d i n g  any new 

a c t i v i t i e s  not p r e v i o u s l y  reported: ' . I  

A d e s c r i p t i o n  of p l a n s  f o r  t h e  utility's subsidiaries to 

modify o r  change b u s i n e s s  a c t i v i t i e s ,  e n t e r  i n t o  new 

bus iness  ventures or t o  acquire, nerqe o r  o the rwise  

e s t a b l i s h  a new b u s i n e s s  e n t i t y ;  

C o p i e s  of t h e  snost r e c e n t  f i n a n c i a l  s t a t e m e n t s  for  each 

02 t h e  u t i l i t y ' s  s u b s i d i a r i e s ;  

An a s s e s s m e n t  of t h e  e f f e c t  of c u r r e n t  and planned 

a f f i l i a t e d  a c t i v i t i e s  on the p u b l i c  utility's c a p i t a l  

structure and t h e  public utility's a b i l i t y  t o  a t t r a c t  

c a p i t a l  at f a i r  and r e a s o n a b l e  rates; 

The bzses upon which t h e  p u b l i c  u t i l i t y  holding' company 

a l l o c a t e s  p l a n t ,  r e v e n u e  and expenses  t o  a f f i l i a t e s  and 

the amounts involved;  a n  e x p l a n a t i o n  o f  t h e  d e r i v a t i o n  of 

the factors; t h e  reasons supporting that methodology a n d  

t h e  reasons s u p p o r t i n g  the allocation;. 

An e x p l a n a t i o n  of t h e  manner i n  which the utility's 

capital structure, costs o f  c e p i t a l  and a b i l i t y  t o  r a i s e  

c s p i t a l  at reasonable rates have b e e n  affected by the 

. .  . . -  - - .  

. - - -  . . .  . . _  - 

7 



" -  
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2 

3 

4 

5 

organization or reorqanization of the public utility 

holding company; 

The dollar anount transferred between the u t i l i t y  and each 8 .  

affiliate during the annua l  period,  

each transfer: 

and the purpose of 

7 

8 '  

9 

10, 

engineering, accounting, legal, financial or other similar 

services between a public utility and an affiliate; 

lo. C o n t r a c t s  or agreements to purchzse, or sell, goods or 

real proger ty  between a p u b l i c  utility and an affiliate; 

6 9 .  Contracts or agreements to receive, or provide management, 

2.1 

22 

and 

11. C o n t r a c t s  or agreements to lease goods or r e a l  property 
_- . 

15 

1 4  

15 

, 16 

17 

18 

- 19 

20 

21 

22 

23 

- .  - . 

I 24 
25 

25 

27 

I 
- 

I 

between a public utility and zn a f f i l k a t a ,  

B. After reviewing the-diversification p lans ,  the Conmission m y ,  

within nine ty  (90) days a f t e r  plans have been provideci, request 

additional infomation, or order a heziring, o r  both, should it 

conclude after its review t h a t  the business activities would 

impair the financial status of t h e  public utility, otherwise 

prevent it from attracting capital at fair and. rezsonzble 

terns, or impair the ability of the p u b l i c  utility t o  p rov ide  

safe ,  reasonable tnd adequate service. 

Rl4-2-806. Waiver from the Provisions of this Article 

A .  The Cozimiss'ion may waive compliance with zny of the  provis ions  

of this Article upon a finding that such r-aiver is in the 

public i n t e r e s t -  
. _  - _. - _  

- .  - _  
! 





DOCKET KO. E-01345A-95-0473 ET AL. 

EXHIBIT D 
Affiliate Rules Wxivers 

R14-3-SOj(A)(S), zr~d (11) 

Pecision of Prior Commission Orders 

Secrion X.C of rhe ‘Torgenemion and S m d  Power Production Policy” arcachcd to Decision 
No. 52335 (July 27, 199 1) regarding reponing requiremencs for cogenerarion k‘bmztion. 

Decision No. 551 18 (July 22. 1956) - Page 13, Lines 5-1Q through 13-1/?; Finchg of Ftcc 
No. 24 relaring IO repoxing requirements under the abolished PPFAC. 

Decision No. 555 18 (December 14: 1957) in irs entirety. Tnis decision related to APS Schedule 
9 (Tndusriial Deve!oprnent &ice) wbich wzs rcnninated by the Cornmission in Decision 
Fa. 59329 (Ocrobcr I I, L995). 

~FII and IO& Ordering Pxreqraphs of DecisionSo. 56350 (April 13, 1989) regarding reponing 
requircmrnts under rhc zcolished PPFAC. 

DECISION NO. (o/ 9 3 7 



A r i Z o ~  Public Service Company’s Response to 
Arizona Corporation Commission Administrative Law Judge 

Request for Lnformation Dated 11/09/05 
Docket Nos. E-00000.4-02-005 1 & E-00000A-0 1-0630 

7. List those transactions for which A P S  must fde notice with the Commission 

APS Response: 

APS is not required to file “notice” with the Commission regarding ailiate transactions. 
Pursuant to Commission Rule 804 (Commission Review of Transactians Between Public 
Utilities and Affiliates), however, A P S  must seek prior Commission approval before it 
may obtain a financial interest in an unregulated affiliate or guarantee or assume its 
liabilities, loan money to an unregulated affiliate, or use utility funds to form a subsidiary 
or divest itself of an established subsidiary. For example, APS sought prior Commission 
approval to loan $500,000,000 to Pinnacle West Energy Corporation, as authorized by 
the Commission in Decision No. 65796. Pinnacle West must file a notice with the ACC 
under Rule 803 for any “reorganization” as that term is defined in Rule 801 as modified 
by Decision No. 58063 and subject to waivers granted Pinnacle West in Decision No. 
61973. 



Arizona Public Service Company’s Response to 
Arizona Corporation Commission Administrative Law Judge 

Request for Information Dated 11/09/05 
Docket NOS. E-00000A-02-005 1 & E-00000A-0 1-0630 

8. List any changes in function for which APS or an affiltiate would be required 
to file notice with the Commission. 

APS Response: 

Commission rules do not require APS or its affiliates to provide notice to the 
Commission for any change in “function” of that affiliate. Pursuant to Commission Rule 
803 (Organization of Public Utilitv Holding Companies), however, APS and its affiliates 
must notify the Commission at least f20 days in advance of a reorganization. Under Rule 
SOl(5) @ I D ,  “reorganization” includes the acquisition or divestiture of a 
financial interest in an affiliate or subsidiary, or the reconfiguration of an existing affiliate 
or utility’s position in the corporate structure or merger or consolidation of an affiliate or 
a utility. The term “reorganization” does not include an afiiliate’s change in function. 

Under this Rule, Pinnacle West would be required to notify the Commission were it 
planning to reorganize any of its subsidiaries (including A P S  subsidiaries), which would 
include formation, divestiture, merger, consolidation or other change in legal corporate 
structure. 

APS’s direct subsidiaries include Bixco, Inc., Axiom Power Solutions, Inc., and 
PWENewCo, Inc. APS also controls the A P S  Foundation, Inc., a non-profit IRC 
§501jc)(3) entity. Bixco, Axiom and PWNewCo are dl dormant. There has been no 
change in structure involving them. APS Foundation continues to pursue the charitable 
purpose for which it was formed. 
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